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Editorial 


The 30th issue of Business Studies contains eight insightful papers on diverse 
research themes of great relevance to the economic, social and ecological context 
of business. Since no common ground is discernible in these writings based on 
the coverage of themes, the papers are arranged in order of their scope (i.e. from 
global to local), patterned as a descending hierarchy to reflect the extent of 
universality of the research outcome. The first paper probes the critical attributes 
of strategic sustainability management research, which is indeed, a planet-size 
concern. The second paper focuses on the global patterns of carbon trading pursuant 
to the Kyoto Protocol. The third paper throws light on the status of higher education 
in a globalized Indian economy, by raising questions regarding efficiency, equity 
and sustainability. The fourth paper uses empirical analysis to study differences 
in leadership styles within sampled Indian companies. While dwelling on the Indian 
corporate sector, specifically the BSE-listed firms, the fifth paper shifts our attention 
to dividend decisions as an important aspect of financial management. The sixth 
paper discusses the significance of Euro as an international currency in the context 
of India’s emergence as a global economic power. The co-authors in the seventh 
paper examine the significant role of State Financial Corporations with specific 
reference to the performance of the West Bengal Financial Corporation. The eighth 
paper is a survey-based study of the impact of organized retail and shopping malls 
on traditional kirana stores within the localized milieu of Kolkata. 


I sincerely hope that all the papers included in this issue of the Departmental journal 
will interest and intellectually stimulate our valued readers. I would also encourage 
you to contribute to the ongoing debate and discourse pertaining to these and other 
research themes, and share your thoughts with the academic fraternity by showcasing 
them in the pages of this journal. 


Kanika Chatterjee 
Associate Editor 
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Abstract : Strategic thinking for developing appropriate organisational responses to external 
environmental signals is irrefutably the master-key for winning in business. In this regard, the author 
underscores the need to hone the human capacity for strategic thinking in present times to expedite 
solutions for planetary well-being by aligning meaningful academic research outcomes with the imperative 
of steering holistically sustainable business practices. 

Accordingly, the present paper is aimed at identifying the essential criteria of robust scholarly research in 
the emerging field of strategic sustainability management (SSM) that may be viewed as a ramification of the 
newly recognised domain of sustainability science as well as an extension of classical strategic management 
research. The essence of SSM as a fertile area of research is best cognized within an embedded-holarchical 
perspective of the business-society-nature (B-S-N) interface that represents a conspicuous breakaway from 
the traditional disparate B-S-N perspective dominating strategic management literature. 

Strongly inspired by dystopian analyses (featured in the writings of H. Mintzberg, S. Ghoshal, W. Bennis, 
S. Clegg and J. Pfeffer, to name a few) that attributes mounting unethical corporate behaviour to the 
dysfunctional system of modern management education and research, this paper signifies a modest attempt 
to establish the primacy of (moral) righteousness and (insightful) relevance as criteria of sound SSM 
research. This contradicts the dominance of methodological rigour as the underlying crilerion of 
pretentious pseudo-positivistic strategic management research currently popular in academic circles. 


Key-words : Strategic thinking; strategic management; sustainability science; strategic sustainability 


management (SSM); trans-disciplinary; B-S-N interface; methodological versus intellectual rigour; 
research paradigm; interpretive bricoleur; insightful relevance; righteousness. 


1. Introduction 


Strategic thinking is irrefutably the master-key for winning in the battle-field of business. In 
simple terms, this involves critical thinking for the development of appropriate organisational 
responses to signals (favourable or adverse) captured from the extemal environment. In business, 
strategic thinking elicits answers to difficult strategic questions regarding long-term scope and 
direction of organizational efforts. Accordingly, it entails a profound understanding about why an 
organization exists, where it is headed in the future and how it intends to. get there, by resorting 
to thorough analyses of long-term business impacts (ecological, social, economic and financial) 
on the well-being of both, the organization and all those who have a "stake" in it. 


The present paper rests on two fundamental propositions about the capacity for incisive 
strategic thinking, namely: (1) It underlies (i) the discovery of creative business opportunities, 
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(ii) their embodiment in dynami? organisational éapabilities, and (iii) the generation of radical 
and disruptive sustainable innovations that can simultaneously enhance customer satisfaction, 
societal progress, and environmental preservation, while promoting long-term business 
profitability. (2) Honing the capacity for strategic thinking in present times necessitates an 
alignment of meaningful research outcomes born out of pure theorization emanating from 
academia, with the imperative of making extant business practices holistically sustainable, in 
order to expedite humanity’s quest for solutions that augment planetary well-being. 


Based on the afore-stated propositions, the ideas presented in this paper are woven together 
with a primary aim to examine and establish the essential crileria of scholarly academic research 
in the context of strategic sustainability management (SSM), which is an emerging branch of the 
newly recognised research domain of sustainability science standing on the ethic of sustainable 
development, as well as an extension of the frontiers of traditional strategic management 
research. 


We posit that sustainability is neither the antithesis of crude competition under free market 
capitalism, nor is it a euphemism for charity and socialism. Instead, we look upon sustainability 
as a basic ingredient of sustainable value creation (Friedman, 2009: 54) that is indispensable 
for corporate survival and strategic success. We perceive sustainability both as an end (i.e., an 
outcome of individual, organizational, corporate and governance activities) and as a means to 
the end (practices founded upon the principles of sustainable natural systems). Sustainability 
upholds the relationship between various constituents of human society (including business 
enterprises) and the natural environment—a relationship that is nurtured by a human ethic of 
espousing sustainable values derived from the natural world to create enduring human instilutions 
that are “strong” and also “good” (Friedman, 2009: 54). The quality of this relationship depends 
upon (i) our understanding of nature, (ii) the technologies we adopt, (iii) our understanding of 
how human exploitation affects natural systems, (iv) our understanding of how exploitation 
affects society, and (v) how we visualize and understand our ethical attitude regarding ourselves 
and nature. While the first four dimensions are necessary for achieving sustainability, history 
demonstrates that the fifth is the most critical and fundamental, and yet the most neglected 
dimension of sustainability (Vucetich and Nelson, 2010: 540). Sustainable relationships and 
values disregard hurnanity's current over-emphasis on situational relationships and values that 
favour exploiting nature as a resource for short-term economic gain. Our relentless obsession 
with the “situational” rather than the “sustainable” has transformed Earth, the only life-supporting 
planet, into a “hot, flat, and crowded” (Friedman, 2009) planet that is potentially life-threatening. 

Furthermore, we hold that a paradigm shift towards sustainable relationships and values 
by business as a dominant social institution, hinges upon essential knowledge and insights 
obtainable from strategic management, a “relatively young” (Rumelt, et. al., 1994) area of 
academic enquiry, now considered a disciplinary field in its own right (Mintzberg et. al., 1998:18; 
Rumelt, et. al., 1994:15). Contextuelized within turbulence and ‘change, strategic management 
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in an era of globalization cannot be portrayed any longer as zero-sum dichotomies and simple 
Choices, but as an imperative to manage paradoxes and tensions. 


Conceptual dexterity to make sense of this new context through the plurality of multifaceted 
perspectives is indispensable for understanding the paradoxes of the similarities and differences, 
of big and small, of technical and political, of participation and control, of flexibility and 
accountability, of decentralization and centralization, and of global and local (Prahalad and 
Doz, 1987; Feldman, 2006: 959). This challenges modern strategic management researchers 
to question the conventional wisdom of taken-for-granted assumptions inherent in traditional 
dualistic thinking of choosing between extreme opposites (Clegg et. al., 2002: 485) and to break 
free from the dominant reductionist-positivist paradigm (Lewis and Keleman, 2002) of research 
methodology. Strategic management models born of reductionism and instrumental rationality 
categorically underscore self-interest maximization and internal consistency of choice; any 
departure from self-interest is considered non-rational (Rocha and Ghoshal, 2006: 590). Ghoshal 
and Bartlett's (1999) research reveals that the complex reality of globalization has compelled 
companies io develop complex “third generation strategies", but these are ineffectively 
implemented in "second generation organizations" by ill-prepared "first generation managers". 


Hence, we surmise that the orientation to learning of management researchers and educators 
cannot remain static (Macdonald, 2003) but has to be influenced by the learning context in 
terms of pedagogy and research design, which, in its tum, must be based on “propositional 
knowledge” that facilitates the creation of new knowledge to solve unprecedented planetary 
scale problems. Conceptual learning (Maclellan, 2005:156}—i.e., the acquisition and application 
of new knowledge through understanding, is necessary to result in concepts and symbolic 
representations not previously in the individual’s knowledge network, which can be exemplified 
through learning the meaning of a new idea, discovering connections between two unrelated 
ideas in general terms, or developing an essential behaviour/competence through practice. 


The formalization of a science of strategic management, considered by many to be the 
bedrock of strategic thinking, appears to have a militaristic origin. It is usually traced back 
to the powerful exhortations of Sun Tzu (End-note#1) on military strategy contained in The 
Art of War (Sun Tzu, 1971). Sun Tzu propagated an anti-war perspective as the key to military 
achievement. He underlined powerful strategic thinking (instead of physical force) as the basis 
for victory in the battlefield: the fundamental principle in battle is to win without a fight because 
creating alliances facilitates and, in fact, reinforces success. Victory in battle is rarely the product 
of physical prowess; rather, it is rooted in an incisive knowledge of one's opposition (whether 
a single entity or an alliance or even disparate groups), their weaknesses and strengths, as well 
as their application of methods and practices (Krippendorff, 2003: xiii). The true skill of a 
warrior involves making and implementing the right strategic choices (Hawkins and Rajagopal, 
2005: ix-x), because every battle is initially fought in the minds of the opponents before 
embarking on the field of conflict, Echoing the Taoist philosophy, Sun Tzu avowed that the 
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true focus of a great warrior is on integration of physical, intellectual, emotional and spiritual 
capacities for vanquishing ‘any adversary. History shows that about a century later, Chanakya 
(also known as Kautilya), who lived in the 3° Century B.C., made a similar assertion in his 
famous treatise on warfare strategy, namely, Arthashastra (End-note#2), that true power in 
warfare is fourfold—(i) the power of morale, inspiration, and enthusiasm, (ii) the power of 
knowledge; (iii) the power of individual and collective human energy, and finally, (iv) financial 
power (Pillai, 2010: 4-5). The power of strategic thinking still remains the foundation of 
outperforming competitors in existing and potential markets, under conditions of turbulence. 


2. Strategic Management as an Academic Discipline 

The evolution of strategic management research as a disciplinary field is identifiable in a grey 
zone representing the interface between management education, business-related research, and 
management consultancy. In reality, the constitution of this grey zone hinges upon two important 
factors: the dominant management focus in extant business practices, and the modalities of 
funding business education and research. Today, under academic capitalism (Slaughter and 
Rhoades, 2004), we cannot overlook the fact that corporate sponsors deeply influence the 
construction of strategic management knowledge emanating from the corporatization of research 
outcomes under university-corporate partnerships (Fairweather, 1989: 388-407). 


Quite unlike political science or economics, strategic management cannot be considered as 
having ancient roots in philosophy, and hence, has largely failed to attract scholars with the 
elegance of its theoretical underpinnings. In fact, like medicine, it is a complex, practice-based 
discipline aiming to codify, teach, and expand what is known about skilled performance of 
organizational roles and tasks that are a necessary part of modern human civilization. Like 
medicine, it is a clinical art (Piasecki et.al., 1999: 95) rather than a pure science. Hence, the 
advancement of strategic management as a discipline of study depends greatly upon the extent 
to which academic theorization can help explain and predict organizational success and failure in 
practice (Rurnelt, et.al., 1994). Thus, theory culled out of research must have practical relevance. 

A review of strategic management literature indicates that both management researchers 
and practitioners have largely failed to comprehend entirely the wide scope of this practice- 
oriented discipline. On the contrary, different schools of thought have surfaced, but only with 
a blinkered understanding of the whole. This situation is equivalent to the partial vision of the 
blind men “railed on in utter ignorance” (Mintzberg et. al., 1998: 2-3) in describing a singular 
aspect of “the elephant”, which is used by American poet, John Godfrey Saxe (1816-1887) 
in his famous poem, ‘The Blind Men and the Elephant’ (1963), as a metaphor to depict the 
vastness of the totality of complex reality. Although an understanding of the parts is essential 
to comprehend the whole (i.e., the major contention of analytical reductionism), unquestionably, 
an elephant exceeds what is obtained by-adding up the parts—i.e., its side resembling a wall, its 
tusk resembling a spear, its swinging trunk resembling a snake, its leg resembling a tree, its 
ear resembling a fan, and its tail resembling a rope. Just like the mental images of the elephant 
deduced by the six blind men in Saxe’s poem developed from an old Indian fable, the different 
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"schools of thought" (Mintzberg et. al., 1998: 4) of strategic management present ten distinct 
view-points, each focusing on a unique perspective of strategy development. Each individual 
perspective is narrow and exaggerated in one sense, but, interesting and insightful in another. 
The contentions of the ten schools of strategic thinking are (Table I): 


Table 1 : Schools of Strategic Management Thought 


School of Thought Nature of strategy development 
1. Design School 
3. Positioning School Analytical process 


4. Entrepreneurial School Visionary process 


S Cognitive Schol 
6. Learning School 


7. Power School iati. 
















Process of negotiation 


8. Cultural School Collective process 
9, Environmental School 
Source: Mintzberg et. al., 1998). 


These ten schools of thought evolved at different stages in the development of strategic 
management (Mintzberg et. al., 1998: 7) as a stand-alone academic discipline. Based upon the 
nature of enquiry adopted, they may be divided into three broad categories—{i) the first three 
schools are prescriptive, stating how strategies should be formulated; (ii) the next six schools 
are descriptive, coasidering specific aspects of strategy formation, and (iii) the last school is 
integrative in seeking how best to synergise the various elements to create the living elephant. 
As organizations enter stable states, this perspective triggers necessary social/ecological 
transformation. 

3. The Sub-discipline of Strategic Sustainability Management (SSM) 

Exploring the interconnectedness of academic fields and disciplines is inevitable for 
understanding the interconnected nature of today's global challenges and solutions. 
Interconnectivity can be perceived either as a vicious circle or as a virtuous circle, depending 
upon whether we see ourselves as part of the problem or solution. For example, interconnectivity 
degenerates into a vicious circle when we find that increasing human population is straining 
food and water supplies, and also increasing the load of greenhouse gas emissions into the 
atmosphere, thus accelerating climate change. This inflicts a further pressure on water shortages, 
Which in turn causes losses in agricultural productivity, thereby leading to regional conflicts, 
aS water increasingly becomes a scarce resource. Conversely, addressing any one of these 
challenges in a coordinated manner can yield a positive impact on other challenges to help 
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transform the vicious circle of interconnectivity into a virtuous circle. For instance, better 
education and health for women can reduce poverty, arrest population growth, and improve 
family health. Furthermore, interconnected global sustainability challenges require the discovery 
of interconnectivity between three fundamental change agents—civil society, government and 
business, united in fulfilling a shared global vision as well between related fields of knowledge 
that can be the conduit of novel ideas. 

As concerns the role of business in this regard, contemporary management literature 
abounds with efforts to integrate strategic management with the newly identified “meta- 
discipline” (End-note#3) of sustainability science (Mihelcic, et al., 2003) and the ethics of 
sustainable development. Sustainability science itself is anchored in the concept of sustainable 
development (WCED, 1987), and represents humanity’s efforts, on the intellectual front, to 
progress towards a sustainable society (Komiyama and Takeuchi, 2006 : 2). In a hot, flat and 
crowded world (Friedman, 2009; 2010 : 17-18), where climate change represents ‘he most 
decisive sustainability challenge in the coming years, the locus of study in sustainability science 
lies in the progress of society’s capacity for using planetary resources to meet the needs of 
a growing human population (especially the poor at the bottom of the economic pyramid), in 
ways that sustain the planet’s life-support system (Clark, 2007). 

Sustainability science includes a wide spectrum of interdisciplinary research areas that are 
currently in a nascent stage of development (Seager, 2008: 444-453), such as ecological ethics, 
social ecology, industrial ecology, ecological economics, ecosystem health, sustainable 
architecture and green design, green urbanism, green chemistry, environmental toxicology and 
epidemiology, marine and plant ecology, environmental engineering and technology, plus the 

gamut of themes in the business-related research agenda like corporate social and environmental 
responsibility, corporate citizenship, corporate sustainability, strategic sustainability 
management, sustainability performance measurement and sustainability reporting. At the core 
of all these unfolding fields of study, the uniting force of sustainability science encourages 
“use-inspired basic research” (Stokes, 1997), which can foster leaming and understanding of 
interactions among humans (including their cultural, political, economic and demographic 
characteristics), their technologies and the natural environment (Clark and Dickson, 2003). 

Sustainable development in the context of sustainability science may be viewed as a global 
ethic of humanity's progress that shuns the conventional mode of relentless resource-intensive 
economic growth globally, through techno-economic modernization along Western lines. It 
symbolises a paradigm shift (End-note#4) in the idea of progress by integrating environmental 
care into the definition of development. Also, it accommodates everyone's aspiration on the 
planet by decrying individual advancement and underscoring the common future of all life on the 
planet. The idea of sustainable development is derived from the ecological-cum-philosophical 
concept of sustainability that represents an ethic of acknowledging non-human sensibilities, 
e.g., animal rights, plant rights and unborn generations (Singer, 1975) and a process of engaging 
both human and non-human stakeholders. When sustainability is integrated into the idea of 
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development the focus shifts from ecology to society. Thus, sustainable development is a 
society-centred concept that aims to infuse ecological values for heralding socio-economic 
change. The three comerstones of sustainable development (Ekins, 2000) are the social that 
highlights human mores, values, relationships and institutions; the economic that involves 
allocation and distribution of scarce resources; and the ecological that focuses on the impacts 
of society and economy upon the natural environment. 


Eight instrumental values (Stead and Stead, 2009: 122-126) buttress the core ethic of 
sustainable development, namely: (i) valuing quality of all life, (ii) valuing wholeness to 
recognise interconnectedness and co-evolutionary relationships, (iii) valuing posterity to base 
current strategic choices on a time-horizon that considers needs of future unborn generations of 
human and non-human species, (iv) valuing community to recognise that long-term organisational 
prosperity relies on a congenial balance between business, human society, and the natural 
environment, (v) valuing smallness to reduce the ecological footprint of human economic 
activity, (vi) valuing diversity to maintain life-sustaining eco-systems and cultural variety, (vii) 
valuing dialogue to create interacting patterns of questioning underlying assumptions, values 
and principles of different social actors, and (viii) valuing spiritual fulfilment to enable 
organisations balance economic success, social responsibility and ecological protection. 


Orienting strategic management to fulfil the criteria of sustainable development means that 
it is to be founded upon a world-view of business entities and communities nested in a wider 
socio-ecological context. Historically, three distinct world-views/conceptions of the relationship 
among business, society and nature (B-S-N) (Marcus et al., 2010: 402) are identifiable in 
management literature—(i) disparate, (ii) intertwined and (iii) embedded (Table 2), signalling 
different strategic choices for coping with contemporary environmental, social and economic 
challenges. 

The disparate view pervades traditional strategic management literature. Representing an 
atomistic, reductionist (End-note#5) world-view, it confers on the business system a central role 
in maximizing financial wealth to satisfy human needs (Friedman, 1971; Jensen, 2002). Hence, 
effects of business on nature and society are externalized and not embodied in market transactions 
(Crouch, 2006). Adoption of the intertwined view has produced mixed results—unprecedented 
economic growth in many parts of the world and the business community’s wider acceptance 
of the global ethic of sustainable development leading to increasingly environmentally benign 
business practices, on one side; ruinous mega-corporate scandals, devastating ecosystem impacts, 
social inequity and conflict, on the other. The intertwined perspective is ill-equipped to resolve 
the critical dilemmas subsumed in the global sustainability challenge, necessitating a “more 
robust understanding of the B-S-N interface” in terms of the embedded view (Marcus et al., 
2010: 419). This is a redefining-reorganizing perspective, which advocates a “holarchical” 
(holistically hierarchical) perspective of the B-S-N interface (Marcus et al., 2010: 402). B-S-N 
are seen as nested systems (Porritt, 2006; Victor, 2008), so that business, like all other systems 
(e.g., religious, moral and legal) of human creation, is seen as a component nested within the 
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larger societal system, and sociely is considered completely nested within the natural 
environment. Though the embedded view has historically lacked support from strategic 
management researchers, it appears to be the most apt in addressing today’s global-scale, socio- 
ecological challenges, by offering a logical ordering of the three meta-systems (i.e., macro- 
systems made up of smaller sub-systems), and emphasizing the inevitable dependency of society 
and economy on nature. 


Table 2 : Three Alternative Perspectives of the B-S-N Interface 


B- 


(Holarchical) 
Relationships 


3. Nature (N) Exogenous lo and Interfaces with business | Finite; manifests as all- 
separate from business | to enhance business embracing life-support 
value and natural capital | system 


















Intertwined 
(Systemic) 


Disparate 
(Atomistic) 








































Inseparable; sub-system 
contributing to social 
welfare within the biosphere 


Partially separable; 
telatively equal in status 
to society and nature 


Separable; self- 
contained and 
self-regulating 













Includes all human 
systems and activities 
across various levels of 


Interfaces with 
business through 

stakeholder networks 
analysis 


Aggregation of 
individual interests; 
exogenous fo and 
separate from business 
















4. Relevant Economic Unordered and multi- Ordered and multi-form— 
value domains form; usually implies nature, society and business 
economic, social and existing in a “holarchy” 
environmental (Le., a holistic hierarchy) 


5. Relationship | Independence Interdependence Dependence 
of B toSand N 


Source: Marcus et al. (2010) (adapted) 





Adoption of the embedded view of the B-S-N interface has, over time, led to the emergence 
of several fertile business research areas, positioned at the confluence of strategic management, 
sustainability science and sustainability ethics (Stead et. al., 2004; Parnell, 2008) varying 
somewhat in nomenclature, but quite similar in scope. These include "strategic management for 
sustainability", "sustainable strategic management", "strategic sustainable development" 
"strategic sustainability management", and "corporate sustainability management". These 
emerging research areas may be viewed as sub-disciplines of sustainability science and strategic 
management, committed to caring for the Earth as the ultimate corporate stakeholder. Hence, 
they aim at reorienting classical strategic management by making traditional profit-seeking 
business behaviour in free-market economies compatible with the critical requirement for 
obeying planetary “carrying capacity” constraints, and reducing hurnanity's ecological footprint 
through planetary stewardship under sustainable capitalism. 


Kanika Chatterjee 


For the purposes of this paper, we choose the domain of strategic sustainability management 
(SSM) as a starting point for exploring ways to elevate the quality of contemporary strategic 
management research (Figure 1). SSM is founded on the idea of “true” or “holistic” sustainability 
as opposed to the traditional strategic management focus on "economic sustainability”; in this 
sense, it seeks to integrate market-based economic sustainability with ecological and social 
sustainability into a holistic perspective through appropriate strategies, processes, systems and 
resources. The aim is to voluntarily anticipate and precede law and government regulation 
through collaborative efforts to manage planetary resources sagaciously so that continuity of 
competitively superior performance is ensured and the threat of organizational crises is averted. 


Figure 1 : Evolution of the Sub-discipline of Strategic Sustainability Management 









Strategic 
Management 









Ethics of 
Sustainable 
Development 


Sustainability 


Science 










Strategic 
Sustainability 
Management 


(SSM) 


(Author's diagrammatic representation) 


4. Nature of Strategic Sustainability Management (SSM) Research 


Mintzberg (2005: 356-57), the Canadian management expert, maintains that irrespective of the 
disciplinary field of research or the process of theory construction, “all theories are false”, 
since they use words and symbols to simplify a complex reality by providing multiple 
explanations of the same phenomena. Thus, while theory does stimulate observing and thinking, 
it never really allows a complete and conclusive knowing. Theory development in SSM research 
is no exception to this rule. 

As such, the nature of SSM research is deeply influenced by its parent, i.e., strategic 
management research, which in its turn, derives many of its characteristics from other disciplines 
featured under the ambit of the social sciences. It is worth noting that social sciences potentially 
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offer two alternative paths to theory building—(i) creation of (interpretive) theory (e.g., 
grounded theory and case study research) based on a process of induction from the particular 
empirical world to the general, and (ii) testing of (predictive) theory rooted in deductive logic 
from the general (i.., framing research hypotheses or propositions) to the particular. In 
particular, the role of theory in strategic management research is threefold (Alvesson and Deetz, 
2000): (i) Directing attention to important details and major differences that facilitate sense- 
making about the real world; (ii) culling and sense-making of managerial experience from the 
real-world; and (iii) enabling useful pragmatic responses from individuals and groups to shape 
future organisational worlds. In other words, the scope of strategic management research ideally 
involves a combination of positivist, interpretive and normative perspectives. Nevertheless, it 
is observable that most strategic management researchers of the current generation are 
unnecessarily fixated on a blind imitation of the methodologies of the natural (or hard) sciences, 
and the positivistic tradition of testing predictive theory. Mintzberg (2005: 359-360) laments 
that very few researchers today are inspired to create interesting theory by inventing 
explanations and providing discursive interpretations about observed phenomena. He ascribes 
this asymmetry in researcher behaviour to the management academia’s obsession with judging 
the “academically correct” by what is “scientific” and “objective”. Such asymmetry is a major 
cause of today’s flourishing dehumanized MBA model that patronizes “misguided” amoral 
Management theories/techniques by ignoring the inescapability of ethical judgment in real-life 
managerial decisions, and therefore ‘trains the wrong people in the wrong ways with the wrong 
consequences’ (Mintzberg, 2004: 6). 

Likewise, Sumantra Ghoshal (2003), the late London Business School professor of Global 
Business, too, was convinced that ‘the worst excesses of recent management practices have 
their roots in a set of ideas that have emerged from business-school academics over the last 
30 years’. Influenced by the high-frequency corporate scandals as well as the academic writers 
over the last decade, an article in The Economist (2005) featured the headline ‘Business schools 
stand accused of being responsible for much that is wrong with corporate management today’. 
This may be readily testified by the fact that Jeffrey Skilling and Andrew Fastow, the villains in 
the Enron debacle, who are serving lengthy prison sentences owing to their criminal acts, hold 
MBA degrees from Harvard Business School and Northwestern Case University, respectively. 

The in-vogue ideas (e.g., Agency Theory and Porter's 5-Forces Model) pervading the 
curricula in Business Schools (B-Schools) presume that all economic actors are self-interested 
human beings, that managers are not trust-worthy, that business is fundamentally a “T-win-you- 
lose” zero-sum game, and that shareholder value is the only legitimate business goal. The 
propagation and perpetuation of such a set of assumptions over time has been dysfunctional 
in depriving B-School students of even a rudimentary sense of moral responsibility, let alone 
providing them with a business opportunity to mainstream corporate responsibility in order to 
“do good anddo well” simultaneously. The dominant world-view implicit in strategic 
management research since the 1980s regarding environmental determinism, i.e., a Porterian 
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static, fixed and known (natural, social-political, techno-economic, and industry) environment for 
making decisions about competitive superiority is not only anachronistic but also academically 
invalid (Cooper and Law, 1995; Grey, 2004; Ghoshal, 2005). 


So, we argue that reforming MBA courses to produce both morally (Lennick and Kiel, 2005) 
and ecologically (Goleman, 2009) intelligent managers, for whom ethical judgment is a way of 
professional and everyday living (Chakraborty, 1999; Carroll, 2001: 139-151; Chatterjee, 2001), 
must begin with an overhaul of business academics that has been instrumental in incubating 
the amoral ideas, theories, models, techniques and practices imparted to aspirant students. 


Traditionally, strategic management research is familiar with one or more of the following 
three important objectives (Bromiley, 2005: 2), namely: (i) Explaining firm behaviour at the 
aggregate strategic level (positivist stance); (ii) Comparing and explaining performance 
differences among firms based on firm environment, characteristics, and the use of these 
characteristics (positivist-comparative stance); and (iii) Recommending behaviours to improve 
firm performance through an understanding of how firms currently behave and what influences 
their future performance (normative). 


In professing one or more of these objectives, strategic management researchers have, for 
the last half a century, contended the balance between “rigour” and “relevance” as the two 
fundamental attributes of “good scholarly research” in strategic management (Bromiley, 2005: 5). 
However, in the post-Enron era, a number of enlightened management academics (e.g., 
Donaldson, 2002; Clegg et. al., 2003; McLean and Elkind, 2003; Mintzberg, 2004; Ghoshal, 
2003, 2005; Bennis et. al., 2005; Pfeffer and Sutton, 2005) accord primacy 1o a critical third 
dimension, namely, “righteousness” as the criterion for judging the integrity of strategic 
management research, They base their recommendation on inferences drawn from non-fiction 
“dystopian” analysis (End-note #6) applied to expose the vicious circle of positivist and value- 
neutral pseudo-scientific management research (Hagen, 2008: 147-148), which degenerates into 
amoral management education overtly and/or covertly endorsing unethical business practices. 


We cannot forget that strategic sustainability management (SSM) is innately nurtured by a 
strong ethical core of sustainability; value-freedom is ruled out because sustainability values 
pervade the very foundation of this sub-discipline. Hence, it is obvious that “righteousness” 
should be a decisive criterion for determining good-quality SSM research. The agenda for SSM 
research in the years to come, potentially includes five major directions of concern (Parnell, 
2008): (i) integration of near-term, long-term, and very long-term perspectives (e.g. climate 
change, climate justice and climate ethics) on the business strategy-performance relationship; 
(ii) examination of linkages among contemporary perspectives of business ethics, corporate 
responsibility, corporate governance, and moral leadership for expanding the scope of SSM; 
(iii) development of robust models that can facilitate effective planetary resource management 
from ecological and societal perspectives while upholding the concept of capitalism; (iv) 
adaptation of current strategic management models to an SSM perspective to create an integrated 
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framework; and (v) redefinition of organizational crises and risks to improve built-in resistance 


to the effects of crisis from natural disasters, disruptive technological innovations, and global 
terrorism. 


5. Trans-disciplinary Orientation of SSM Research 


By its very nature, SSM encourages a trans-disciplinary research approach to identify strategies 
and processes that may be considered sustainable from the economic, environmental and social 
perspectives. The development of a monolithic, trans-disciplinary knowledge structure is 
essential for gaining a comprehensive perspective of the inherent complexity (caused by multiple 
factors) and interconnectedness of global sustainability issues. The trans-disciplinary 
epistemological perspective seeks to provide ‘a platform of knowledge’ (Komiyama and 
Takeuchi, 2006 : 4) that can integrate disparate fields of inquiry (geology, life sciences, ecology, 
geography, engineering, technology, politics, psychology, sociology, ethics, economics, 
management, and finance). 

Trans-disciplinary research is different from “interdisciplinary” or “multi-disciplinary” 
research, the only similarity among the three research perspectives being that they aim to 
overcome disciplinary monism. The research process and the end-products are significantly 
different (Rogers et al., 2005: 267). Multidisciplinary research merely recognises different 
disciplinary perspectives and assembles insights from them without integration around a 
research problem. /nterdisciplinary research goes a step further to create a new synergy from 
the transfer of knowledge among disciplines to offer parallel analyses of different segments of 
a research problem, without attempting to understand the life-world, but only to solve a complex 
research problem in it. Trans-disciplinary research examines issues between, across and beyond 
all disciplines to develop an understanding of the complexities of contemporary global problems, 
instead of only focusing on a part of it (Nicolescu, 2001). 


Interdisciplinary and trans-disciplinary research cultures promote collaborative problem- 
solving, but with fundamentally different goals. The latter does not merely borrow theories, 
concepts and/or methods frorn one discipline and apply them to other disciplines interested in 
the same problem. Instead, it encourages transcendence or crossing disciplines (Lattuca, 2001: 
83) to connect stakeholders in public and private domains from different sectors of society. 
Trans-disciplinary research purports to overcorne the mismatch between knowledge production 
in academia and knowledge requests from life-world actors for solving serious societal problems 
(Hoffman-Riem et al., 2008) such as climate change, water scarcity, poverty and terrorism that 
threaten human survival. In this regard, Brewer (1999) maintains: ‘The world has problems, but 
universities have departments’. University departments, typically, encourage mono-disciplinary 
research with arbitrary boundary lines because—{i) academic institutional structures. and 
incentive systems promote “ethnocentrism of disciplines” (Campbell, 1969), and (ii) the 
conceptual framework in basic mono-disciplinary research is becoming increasingly 
sophisticated. However, extensive application of the research-output from fragmented scientific 
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knowledge in the life-world has produced visible detrimental impacts. Mitigating them entails a 
fundamental transformation of research outlook, practices, institutions, education, and the 
conceptualization of science plus the creation of appropriate research capacities (Hoffrnan-Riem 
et al., 2008). f 


Trans-disciplinary research evokes research questions and methods framed according to life- 
world problems and not disciplinary frameworks (Bammer, 2005:6). Collaboration across 
scientific disciplines for integrating knowledge from heterogeneous sources is a prime necessity 
for (i) crossing borders between different academic cultures, e.g., humanities, social sciences 
and the natural sciences, (ii) engaging in mutual learning with different people in the life-world, 
and (iii) relinquishing disciplinary orientations in standards of knowledge production. 
Unfortunately, Aggns-diciplinarity, has not advanced beyond theoretical appeal, whereas inter- 
disicplinarity has gained wide acclaim among the academia, because it is largely pragmatic 
(Newell, 2000). 


6. Criteria of Scholarly SSM Research 


Based on our earlier discourses, we identify three basic criteria to characterise scholarly SSM 
research: (1) Rigour; (2) Relevance; and (3) Righteousness. This way of ordering the criteria 
largely reflects their current popularity in academic circles rather than the desired pattern of 
prioritization 

Rigour: Methodological versus Intellectual 

In earlier years, academics vehemently debated the pre-eminence of rigour versus relevance 
in strategic management research. Typically, scholars following the Harvard Business School 
(HBS) tradition of the case-study approach (McNair and Hersum, 1954) and the path of the 
management gurus (Lauer, 2008), endorsed a professional narrative (rather than a social science 
narrative inspired by sociology or psychology) to influence management practice; being actively 
engaged in qualitative research, they emphasized relevance. By contrast, those trained in the 
social sciences (particularly, economics and finance) and wielding stronger control over the 
field of academic management research, emphasized rigour as the sine qua non of scholarly 
work. For exarnple, Schendel (1995:1) maintains that 'if a field is to continue its growth, and 
develop important linkages between research and practice, as it must, then we need to improve 
our research and understand that relevance comes from rigour'. However, Schendel's claim 
itself lacks rigour as it is not born out of evidence but established as an article of faith 
(Mintzberg, 2005: 357). 

In the context of strategic management research, we may distinguish between two forms of 
rigour—methodological and intellectual. Visibly, the growing volume of “rigorous” management 
literature, following the "scientific model" of management research, emphasizes methodological 
rigour, considered the hallmark of decontextualised science (Notowny et al., 2001) that is 
dissociated from the society and the biosphere. It accords precedence to quantitative analysis 
(statistical analysis, mathematical and econometric modelling) and decries value judgment, 
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interpretation, and reflection (Pfeffer and Fong, 2002; Mintzberg, 2004; Bennis and O'Toole, 
2005). The mind-set of the rigour-oriented social scientist is cynically captured by Krugman 
(1994: xi), thus: "If you are a good economist, you are reborn as a physicist, if you are an 
evil, wicked economist, you are reborn as a sociologist". Undeniably, the domination of egoism- 
based, dehumanized economics at the core of the paradigm underlying current MBA and Ph.D. 
programmes of B-schools, has produced a negative impact on the entire academic business 
community by breeding egoistic, self-centred and arrogant students (Mintzberg, 2004; Pfeffer, 
2005; Ferraro et al, 2005), and stimulating opportunistic behaviour among top managers 
(Ghoshal, 2005) that ultimately contribute to the vicious circle of corporate scandals and 
failures, like Enron. Furthermore, it constricts business researchers to narrow scholarly debates 
in specialist and esoteric academic journals that is detached from the mainstream needs of 
management practice (Bennis and O'Toole, 2005) and the life-world. 


Methodological rigour has been pervasively misconstrued by social science researchers in 
general, and strategic management researchers, in particular, as implying merely a mathematical 
derivation and validation of hypotheses, although it includes non-mathernatical reasoning as 
well, through verbal theories and/or analogies/metaphors (Newell and Simon, 1956 : 69-70). 
While mathematical rigour constitutes a necessary condition for judging the worth of “positivist” 
scholarly management research, and enhances its credibility, the inherent advantages can accrue 
only if the evaluation is stretched across the entire span of the study, and not confined to the 
narrow empirical portion (Bromiley, 2005: 7-8). 

The quality of scholarly work cannot be solely and singularly judged by claiming rigour 
in terms of the sophistication in using quantitative method, especially when the research method 
proves incompatible with the research question and context. This makes the researcher 
subservient to the research method. Methodological rigour is overly concerned with the 
correctness of research, and in the process, sacrifices insightfulness and discernment. This 
inhibits the relevance of the research study. Ironically, such a situation draws a parallel with a 
cardiac surgeon who claims the success of a by-pass surgery even when the patient dies. Here, 
the medic becomes a slave of medical science and technology; as a professional, he abandons 
his fundamental relationship with society to serve, cure, and improve the well-being of patients. 
This steadily causes the irrelevance of the medical profession in terms of impacts on society 
inflicted through health-care organizations functioning in a service-centred economy. 

Similar concems are voiced in B-School circles (Mintzberg, 2004; Bennis and O’Toole, 
2005; Ghoshal, 2005) regarding the overly scientific and analytical nature of economics-centred 
Management education and research, the concomitant narrow focus of academic publishing for 
gaining career advancements, lack of professionalism revealed through socio-ecological 
disservices, a conspicuous absence of insightful practitioners, and a burgeoning community of 
inexperienced, placement-obsessed students blindly guided by faculty estranged from 
managerial experience. In attempting to shun the image of vocational trade schools and to eam 
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respectability as distinctive academic institutions, business schools have conspicuously 
embraced “discipline-based scholarship” (Boyer, 1990; Ghoshal, 2005), and hence, erroneously 
pursued "mathematical elegance” through reductionist and prescriptive scientific models of 
management. Eliminating other forms of scholarship—pedagogical, integrative, and practice- 
based—has led to a loss of pluralism and relevance in research (Ghoshal, 2005). As a result, 
business schools are found to add value merely as placement/selection mechanisms, but not 
as seats of learning (Mintzberg, 2004; Pfeffer and Fong, 2004). Thus, it may be inferred that 
if rigour is narrowed down to its popular bureaucratised, "quantitative", methodological variant, 
its incompatibility with the achievement of relevance is obvious; but, if mathematically-oriented 
methodological rigour is supplanted by a more comprehensive intellectual rigour that attunes 
the quantitative approach to insightful thinking within a holistic, pragmatic perspective, it does 
not contribute to the irrelevance of research. 

Relevance: Practical versus Insightful 

Lately, the idea of relevance, hitherto scorned by researchers of the reductionist-positivist 
school, has been resurrected to quell concerns about a general lack of impactful research (e.g., 
Porter and McKibben, 1988; Leavitt, 1989; Donaldson, 2002; Mintzberg and Gosling, 2002) and 
is being increasingly considered a sufficient condition for justifying insightful and practically 
useful strategic management research. All too often, the reductionist-positivist genre of strategic 
management research leaves behind indelible and irreversible negative impacts (e.g., Ghoshal, 
2005) of management praclice. Many surmise that such problems do not result from adopting 
particular theories but are more deep-rooted in that they emanate from a higher intuitive- 
cognitive level of “framing” a tenuous “amoral” scientific world-view to restrict the moral 
imagination of management practitioners. Additionally, the failure of management pedagogy in 
inculcating the pre-requisites of responsible business behaviour within students is palpable as 
disenchanted B-school faculty concede their involvement in developing Enron-like managers 
and corporations worldwide (McLean and Elkind, 2003; Mintzberg, 2005: 5-7), who help 
promote a narrow conception of financial market capitalism that blind-folds the business 
community from using its capacities to address broader societal and planetary concerns, despite 
the existence of multiple opportunities. 


Since the introduction of the first MBA course in 1908 (Mintzberg, 2004: 7), B-schools have 
assigned equal importance to four kinds of scholarship (Boyer, 1990) that are usually considered 
relevant to business academics: (i) scholarship of discovery (research), (ii) scholarship of 
integration (synthesis), (iii) scholarship of practice (application), and (iv) scholarship of teaching 
(pedagogy). Unfortunately, over time, the academic high-table was usurped by scientists 
professing a scholarship of discovery, who kept themselves insulated from and sometimes, even 
eliminated or relegated to the periphery those academics with primary interests in synthesis, 
application and/or pedagogy. This has culminated in what Ghoshal considers a “pretense of 
knowledge” evident in the absurdities characteristic of mathematically rigorous theorization, 
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dehumanization of management practice, and denial of research-related benefits to the 
generalists (Pfeffer and Fong, 2002: 88). 


Thus, arguing in the lines of Ghoshal (2005: 77-82), we consider it fallacious to pretend 
that methods of the physical sciences can be arbitrarily applied to business-related SSM research 
by overlooking or undermining the fundamental differences between these disciplines. By 
tejecting the critical aspect of Auman-will or intentionality (expressed through choices, actions 
and achievements of individuals) in the study of business strategy (Andrews, 1980) in favour of 
causal determinism to explain various aspects of corporate performance, strategic management 
researchers render business realities and people’s actions as being deterministically governed 
by economic, social and psychological /aws. 


It cannot be gainsaid that the perspective of a philosophy of science underscores the 
fundamental difference between various disciplines as existing not in the method of inquiry or 
the academic interest served, but in the appropriate mode of explanation and theorization (Elster, 
1983). Three such modes are identifiable as causal, functional and intentional. The sciences 
of inorganic matter (e.g., physics) are guided solely by the causal mode. The sciences of organic 
matter (e.g., life-sciences) are guided by causal and functional explanations. Human 
intentionality is conspicuously absent in the natural sciences, whether organic or inorganic; 
however, in the social sciences, including strategic management, and hence, SSM, intentionality 
is the most important building block of research inquiry because human action is always 
conditioned by some intention or mental state. The causal and functional modes have limited 
roles here. Notwithstanding this fact, mainstream management theories are overly causal or 
functional in their orientation. Drawing attention to the pretentious positivistic research tradition 
in management research, and an apathy towards adopting an interpretive approach, Mintzberg 
laments: ‘God invented Americans to test theories but she never realized that there would be 
so many Americans and so few theories worth testing’ (McCarthy, 2000: 32). 


The growing significance of relevance as a criterion of good scholarly research is justified 
for highlighting the all-important aspect of human intentionality or "free-will" as against 
determinism, which is the prevailing concern associated with rigour. Like in the case of rigour, it 
may be worthwhile to distinguish between insightful relevance and simplistic calls for relevance 
from management practitioners not backed by thinking or probing, which potentially breed 
managerial malpractice (Mintzberg, 2004: 400). For the social science researcher concerned 
with the development of insightful/mindful relevance, the need to articulate paradigm issues 
Supersedes questions of method, to ensure compatibility among the research problem, research 
design, observation methods, measurement approaches, and types of analysis selected (Lincoln 
and Guba, 1985). A research paradigm is a ‘human construction that defines the world-view 
of the researcher as “interpretive bricoleur", although the ultimate truthfulness of the same can 
never be established (Guba and Lincoln, 1994). It provides a unified research framework that 
Teflects the researcher's role through five vital interrelated aspects: (a) ontology (assumptions 
about reality), (b) epistemology (relationship between knower and the known), (c) axiology 
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(role of value in research inquiry), (d) distinctiveness of cause-effect linkages, and (e) 
generalizability across time and context (Guba and Lincoln, 1994). Constructing a research 
paradigm under the interpretive/naturalist and positivist schools are remarkably different as 
might be noticed in Table 3. The need to make choices about research paradigm implies that 
the SSM researcher plays a stronger descriptive rather than prescriptive role—i.e., offering fresh 
insights and deepening descriptive understanding within a context, rather than prescribing 
context-free, "one-size-fits-all" solutions. 


Table 3 : Contrasting Approaches in the Construction of Research Paradigru— 
The Positivist versus Interpretive Schools 


Paradigm Element Positivist School Interpretive School 

Ontology Reality is single, tangible and Reality is multiple, constructed 
capable of fragmentation and holistic 

Epistemology Knower and known are Knower and known are 
independent inseparable and interactive 

Inquiry is value-free Inquiry is value-laden 

Cause-effect There are real causes, All entities are in a process 


linkages temporally precedent to or of mutual, simultaneous shaping, 
simultaneous with their effects making it difficult to distinguish 


causes from effects 
Generalizability Time and context-free 
generalizations (nomothetic or 
law-like statements) are possible 


Only time-bound and context- 
bound ideographic statements 
are possible 
Source: Lincoln and Guba (1985: 37); Teddie and Tashakkori (2009: 86). 
Moreover, engaging in insightful research demands a progressive shift towards inter- 
disciplinary learning, thinking and producing knowledge for the following reasons: 

¢ Itreflects the reality beyond academic boundaries, which is necessary to grasp in addressing 
real-world problems (Klein, 1996: 12-13; Huber and Hutchings, 2004: 13); 

+ It seeks to rectify the dominance of disciplinary ways of knowing and specialization, 
without rejecting the individual disciplines (DeZure, 1999); in this way, it retains the depth 
and focus of disciplinary ways of knowing and supplements this with a broadening of the 
context; 

¢ It highlights disciplinary inadequacy in addressing complex, real-world problems. 
Disciplinary inadequacy arises because of new developments in research and scholarship 
resulting in the formation of new hybrid fields, the pressing need for integrated approaches 
to complex social, economic and technological problems, and a self-fulfilling claim by 
many disciplines (e.g., economics and finance) that they can provide everything necessary 
for sense-making in the modern complex world, 

+ It emphasizes the fact that the globalizing world is undergoing a paradigm shift, even in the 
realm of academics. 
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Righteousness : Religious versus Ethical 


Righteousness as a third research criterion indicates the primary responsibility of management 
academe to obtain consensus on fundamental philosophical issues (Bartlett and Ghoshal, 1989) 
surrounding academic research, before initiating structural reforms to the present system of 
business education. Its inclusion as a determinant of scholarly management research can be 
instrumental in mitigating ethical risk exposures of managers. and organisations resulting from 
the co-existence of the following three elements in the corporate fraud triangle (Cressey, 1953; 
Rota, 2010: 49-51)—namely, (a) the psychological pressure to cornmit fraud due to lack of 
guidance, excessive responsibilities, and an ethically insensitive work environment; (b) 
opportunity to elude weak organizational contro] systems vulnerable to ethical failure, and (c) 
intentional rationalization of unethical behaviour as morally correct based on the moral 
muteness of most that economic and management theories. 


Righteousness, as a human virtue, signifies a deeply rooted ethical concept that facilitates the 
exploration of paradox in strategic management research (Eisenhardt, 2000), i.e., the sirnultaneous 
existence of the “contradictory yet interrelated” (Lewis, 2000: 760) human drives for self-interest 
and altruism (or unselfishness), and how the gap between them may be bridged. In social science 
research, a paradox can be explored in four alternative ways (DeWit and Meyer, 2004): (i) The 
tension may be viewed as a selection problem of choosing between alternatives, e.g., the choice 
of mainstream economics in favour of self-interest instead of the non-rational motive of altruism 
(Rocha and Ghoshal, 2006); (ii) The tension may be viewed as a trade-off exercise of striking a 
balance between opposing forces of self-interest and altruistic motives, e.g., regulatory 
compliance-driven cost incurrence for corporate social responsibility; (iii) The tension may be 
managed through temporal or spatial separation usually contributing to organizational hypocrisy 
(Brunsson, 1985), e.g., an organization operating on the philosophy of self-interest, but conducting 
periodic ethical audits and maintaining a special centralized department for environmental 
management; (iv) The tension may be explored (not suppressed) by adopting a transcendental 
mind-set of synthesis and re-conceptualization with the aim of ‘getting the best of both worlds’ 
(DeWit and Meyer, 2004: 16). This involves constructing a social reality centred on the ethical 
tenet of righteousness that seeks to integrate the logic of self-interest and altruism, instead of 
considering them to be divergent logics of action (Friedland and Alford, 1991). 


Etymologically, the religion-led origin of the term “righteousness” may be traced back to the 
16th century, when William Tyndale coined the word as a workable translation of the Hebrew 
word “tzedeq” that is frequently mentioned in the Old Testament to imply ethical rightness in 
fulfilling demands arising out of multiple social relationships (Strong, 1980). The Biblical 
connotation of righteousness closely correlates with the modern pluralistic notion of stakeholder 
Management (Freeman, 1984) viewed as development and nurture of reciprocity in social 
relationships. The ethic of reciprocity, underlying the concept of righteousness, is enshrined 
distinctly in Kant’s Categorical Imperative (Kant, 1785) as the Principle of Universalizability to 
articulate non-utilitarian deontological (or duty-based) ethics, and also pervades the philosophies 
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(End-note#7) of the major world religions in widely diverse cultures (Jaspers, 1953; Armstrong, 
2006). This proves the credibility of righteousness as 2 universal ethical principle. 

If righteousness is adjudged the principal guidepost for scholarly SSM research in the 
interest of intellectual integrity, it can propel a moral transformation of the entire business 
academic community and undo the moral predicament in extant management education and 
research by proposing a new paradigm of “righteous management” (End-note #8), as shown in 
the 2x 2 matrix in Figure 2. 


Figure 2 : Four Forms of Management based on Opposing Ethical Drives 


[tw igh — O 


Self-interest | High | (3) Self-serving management (4) Righteous management 
(Egoism) (1) Unguided management (2) Altruistic management 












Source: Bimik and Billsberry, 2008: 992. 


In Figure 2, Cell / combines low altruism with low self-interest to produce “laissez-faire 'style 
of management, which is neither self-serving nor protective of others’ interests. Celf 2 combines 
high altruism with low self-interest to result in altruistic management that genuinely cares to serve 
others by sacrificing self-interest, with the risk of stagnation in growth. Cell 3 combines low 
altruism with high self-interest (corresponding to the assumption of mainstream economics and 
management practice) to produce self-serving management that is focused on serving self-interest 
and ignoring others’ interests. This cell also represents self-serving altruism. The risks arising out 
of such an ethical stance are social inequities, poor treatment of stakeholders and environmental 
damage. Cell 4 combines high altruism with high self-interest to result in righteous management 
that is based on intrinsic motives of personal excellence and a deep sense of service, aimed at doing 
good to organizational members, shareholders, and other stakeholders (Pfeffer and Fong, 2004; 
Rocha and Ghoshal, 2006). Righteous management draws a close parallel to the idea of strategic 
corporate citizenship behaviour. The greatest risk here is the possibility of disagreement among 
organizational members regarding the intensity of self-interest versus altruism in the integration 
of the two seemingly incompatible drives. 


Righteousness in SSM research may be addressed by articulating the axiological bases 
(i.e., the ethical orientation) of the research work. Positivism conveniently absolves a researcher 
from moral responsibility regarding the investigation of values (Bahm, 1993:1) underlying (1) 
the research theme selected and (2) the research process adopted. This warrants the inclusion 
of axiology for inquiring into the values of goodness involved in research inquiry (Bahm, 1993: 
4). Axiology affirms that it is impossible for a researcher to be entirely objective and impartial 
in judgment, no matter how unbiased one might intend to be. Becker (1967) maintains that 
it is impossible to undertake research, untouched by our personal sympathies. Thus, axiology 
seeks to reveal (i) the researcher as a moral person in the world, (ii) the researcher’s personal and 
professional values, and (iii) the type of knowledge that the researcher values as a person and as 
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an educator. A researcher's values are derived partly from analysing values and aspirations 
(e.g., ecological versus economic sustainability; anthropocentric/weak versus eco-centric/strong 
sustainability) of research participants in social constituencies potentially influencing the 
research problem, and partly from personal values nurtured in this respect. 


7. Why Righteousness Must Predominate SSM Research 


It may be reiterated that although mainstream management research and education seemingly 
witness prosperity and widespread acceptance, the future viability of the current business school 
paradigm raises doubt and cynicism among many prominent scholars because of the following 
endemic symptoms (Birnik and Billsberry, 2007: 196): 
1. Excessive focus upon the scientific and analytical nature of management education 
2. Domination of self-interest based economics as an underlying paradigm in business schools 
3. Pessimistic view of human nature under the “resourceful, evaluative, maximizing model” 
(REMM) 
4. Teaching and research disconnected from the praxis of management; business academics 
distanced from the management profession 
5. Over-emphasis upon narrow scholarly debate in increasingly specialist and esoteric 
management journals far removed from management practice (Bennis and O’Toole, 2005) 
6. Narrow focus of academic research resulting in low impact on practice of academic 
research; high-impact publications: in the management field are dominated by non- 
academics (Pfeffer and Fong, 2002) 
7. Absence of an ethos upholding the intrinsic value of management education and research; 
the value proposition of B-Schools is highly focused on extrinsic motives like monetary 
rewards and career advancement (Pfeffer and Fong, 2004; Mintzberg, 2004)) 


A need to incorporate “righteousness” as the principal criterion of good scholarly SSM 
research is strongly defended at a time when we witness an all-out waning of integrity as the 
foremost quality of human endeavour in management academics—be it personal integrity, 
leadership integrity, academic integrity, or corporate integrity—thereby, signalling a worrisome 
imbalance between intellectual-economic and moral progress in a globalized society. Specifically 
in the realm of management academics (akin to many other spheres of human action), a 
glorification of self-interest fuelled by greed of tenure fulfilment, salary raises, promotions, and 
ostentatious recognition through awards reigns supreme within a milieu of pervasive degradation 
ofthe human values underlying intellectual advancement, the economic immorality of 
“externalizing” the socio-ecological impacts consequent upon “Homo economicus” (the globally 
rational economic man) oriented decision assumptions, the analytical immorality of circumventing 
the messiness of real-life human ethical behaviour, the legal corruption of aggrandizing and 
legitimizing fraudulent and narcissistic corporate leaders, and the propagation of meanness 
flowing from the anti-stakeholder doctrine of shareholder value maximisation. Resultantly, the 
broader spectrum of social and environmental responsibilities are decried and often overlooked 
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when selecting research problems for inquiry, maintaining researcher autonomy and honesty 
throughout the research process, disseminating research findings to the audience-of-interest (e.g., 
through publications), and ultimately, contributing to solving global-scale problems realistically. 


The “righteousness” criterion is a wake-up call to strategic management researchers for 
developing greater sensitivity to ethical issues (e.g., choice of socially relevant research contexts, 
competent and informed consent, non-maleficence during data collection, beneficence of 
research output, autonomy, justice to research participants during data analysis, confidentiality 
about research participants and data accessed) and dilemmas (e.g., of finding and taking a role in 
observation), surrounding their work (Flick, 2009: 36-39). This implies revisiting (i) classic 
university roots in education (Pfeffer and Fong, 2004), (ii) context-defined, values-based, and 
reflective pedagogy and research (Clegg and Ross-Smith, 2003), and (iii) public policy/civil 
society implications of research ideas disseminated (Pfeffer, 2005). In this connection, SSM as a 
fledgling research area with enormous problem-solving potentialities, is opportunistically 
positioned to leap-frog the now-visible dysfunctional] consequences of over-indulgence with 
methodological nitty-gritty vis-à-vis the utter neglect of the research community’s ethical 
responsibilities towards nature and society. 


Guided by the overarching criterion of righteousness, SSM research, true to its roots, must 
reflect a happy blend of research processes inherent in all the three disciplinary categories that lead 
toits culmination as a sub-discipline, namely, strategic management (involving the social sciences) 
sustainability science (involving the natural sciences and social sciences), and sustainable 
development ethics (involving humanities and the social sciences) as shown in Table 4: 


Table 4 : Categories of Disciplines and Research Processes Influencing SSM 


Disciplinary Category | Involved Research Process: World-view of 
Disciplines Learning & Thinking Humani 


Natural Sciences + Ecology Inductive; analytic; knowledge- | Humanity is 
(reflects Sustainability | « Biology intensive; going from specific | subject to the laws 
Science root) + Chemistry phenomena to explanation; and forces of nature 
+ Geology extensive vocabulary for 

+ Physics describing elements and 

+ Mathematics relationships between them 




















































Social Sciences 
(reflect all three 
disciplinary roots) 


+ Economics Abstract vocabulary; theory 
+ Sociology construction; theoretical 

+ Political science] frameworks; textua! analysis 
» Psychology 

+ Anthropology 


Human behaviour is 
patterned, lawful and 
principled 































Humanities (reflects 
Sustainable 
Development 

Ethics root) 


+ Philosophy 
+ History 

+ Theology 
+ Literature 


Source: Repko, 2005 : 49 (adapted) 


Understanding human nature 
with aesthetics (i.e., 
contemplative perception 


Human behaviour is 
idiosyncratic, unique 
and results from free 
will, not determinism 
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8. Addressing Validity in SSM Research 


A critical criterion for justifying any research is validity, i.e., the "integrity of the conclusions” 
generated as the outcome of the research (Bryman, 2008: 32). The positivist tradition of 
quantitative research embodying the natural sciences is founded on two major ideas of validity, 
namely, measurement validity and internal validity. 


Measurement validity, also known as construct validity, is a significant criterion in 
quantitative research that leads to trustworthy research outcomes in terms of improved 
objectivity and dependability. In the social sciences, it calls for the search for measures of 
domain-specific concepts, and is concerned whether a particular measure devised of a concept 
actually reflects that concept it purports to denote. For example, in psychology and management, 
do IQ tests on research subjects really measure variations in intelligence? The use of 
measurement validity in SSM research challenges researchers to devise more and more credible 
metrics (e.g., Green GDP ecological footprint, carbon footprint, GHG intensity of products, 
processes and activities, social and ecological equity indices, etc.) for describing sustainable 
performance at various levels of aggregation. Measurement validity is closely related to 
reliability—if a measure of a concept is unstable, then it fluctuates, becomes unreliable and 
hence, invalid for measuring the concept of the particular concept. f 


Internal validity relates to the issue of causality, i.e., whether a conclusion drawn from 
identifying a causal relationship between two or more variables holds good. It contributes to 
‘the trustworthiness of research outcomes by enhancing the credibility of research findings. In 
considering internal validity, it is cornmon to refer to the factor producing the causal impact as 
an independent variable, and the effect as a dependent variable. Under SSM research, the issue 
of internal validity might arise in validating the independent and inter-related causes leading 
to unsustainable production and consumption systems, and those factors that can drive processes, 
products, services, enterprises, industries, econornies and societies on the path of ecological 
sustainability in terms of low carbon intensity, conservation of scarce water resources, as well as 
protection of biodiversity and cultural diversity. 


For the purposes of practice-based SSM research, two additional notions of validity deserve 
attention—external validity and ecological validity (Bryman, 2008: 33). 


External validity, which focuses on whether the results of a research work can be 
generalized beyond the specific research context, is crucial for SSM research in establishing 
the practical as well as social relevance of the research outcome(s) to the real world. It 
demonstrates trustworthiness of research outcomes in terms of enhanced transferability of 
findings across different contexts. The need for external validity influences a researcher's 
sampling decisions under quantitative research or the choice of case study objects, people to be 
interviewed, or content to be interpreted under qualitative research. So far as SSM research is 
concerned, external validity is indispensable, given that sustainability science dwells on offering 
solutions to life-world problems through trans-disciplinarity. After all, real-world problem- 
solving for sustainability provides the ultimate justification for any kind of SSM research. 
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Ecological validity is concerned with the question of whether research findings are 
applicable to and can influence/alter people's lifestyles, value systems and knowledge bases, 
plus their natural and societal settings (Bryman, 2008: 33). It adds to the trustworthiness of 
research by avoiding artificiality and untruth, and making way for natural and spontaneous 
research settings. This strand of validity is meant to distinguish between research that is 
technically valid but alienated from the mainstream of people’s everyday lives. For example, 
excessive dependence on primary/secondary data available from unnatural research settings like 
laboratory-based experiments, special rooms to carry out interviews, and administering 
questionnaires might raise the construct validity and internal validity of research outcomes, 
but definitely impairs their ecological validity. 

It must be appreciated that the value-laden nature of SSM research, its imminent need to 
generate pragmatic research-based solutions, its inchoate stage of development and the difficult 
real-life challenges it addresses, necessitates the preponderance of ecological validity and 
external validity over measurement and internal validity. 


ART, 

9. Corttlfiding Observations 

At present, SSM research is quite like a perplexed adolescent. It holds the promise of bravely 
leading the business world towards more sustainable futures for espousing planetary well-being. 
At the same time it faces threats from mainstream strategic management researchers of being 
throttled by positivist reductionism and quantitative research techniques. Therefore, researchers 
dedicated to the cause of advancing sustainability need to steer SSM research on the right 
methodological path that: (i) seeks to balance the qualitative and the quantitative, the deductive 
and the inductive; (ii) helps arrive at unexpected connections, and (iii) encourages the researcher 
to be courageous and creative in going against the tide, if necessary. Accordingly, we draw 
inspiration from Mintzberg’s (2005 : 361-371) ideas on theory development to recommend that 
SSM researchers, in future, need to focus on appropriate research strategies that underscore: 


+ A "pull" approach instead of a “push” (Mintzberg, 2005: 361) mind-set for undertaking 
research; a researcher must be pulled by realistic socio-ecological and/or economic concerns 
of the life-world into framing pertinent research questions, rather than be pushed by the 
methodological elegance of a fancied theoretical construct from academe (e.g., game theory 
or networking concepts) into framing bizarre testable hypotheses. 


- 


Use of rich “open-ended” descriptions embodied in anecdotal data as essential and not 
incidental to theory development (Mintzberg, 2005: 362); hard data collected around 
abstract variables involving highly structured descriptions help suggest causal relationships 
to inject internal validity of the research findings, but anecdotal data is far more effective in 
explaining it. 


* 


Starting the research work by structuring an outline for theory development, which can 
later facilitate data collection, taking and coding notes, and conveying research findings in 
linear order (with analytical left-brain activity) to other people (including students, 
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evaluators, other researchers, and civil society) interested in the research outcomes, 
although the researcher’s understanding of the world (interplay between natural systems, 
human systems and technological systems) for sense-making and explaining, is non-linear 
(activated by the intuitive right hemisphere of the brain). 


Increasing use of diagrammatic representation (e.g., 2x2 matrix, flow-diagrams, family- 
trees, networks, idea-nests in concentric circles, pyramid hierarchies, interlocking circles, 
hub-and-spokes models, etc.) to depict relevant inter-related concepts and sculpt disparate 
ideas into a single mosaic. This reinforces Aristotle’s (2001: 594) assertion that: ‘The soul 
never thinks without a picture’. 


Increasing use of contextualization in research by overcoming existing methodological 
barriers (e.g., through the statistical technique of multi-level random-coefficient modelling) 
and epistemological barriers (through holistic context theorizing) (Bamberger, 2008: 839). 


Shifting between connecting closely as a participant with the phenomena under study for 
extracting the right inputs (e.g., evidences, data, stories, experiences, etc.) and disconnecting 
(or stepping back) as a researcher to produce illuminating theory (Mintzberg, 2005: 365); 
being too disconnected breeds excessive abstraction in intellectual ivory towers (such as 
libraries or computer terminals) with little relevance to the living reality, whereas being too 
connected might cause the researcher to develop absurd biases regarding the phenomenon 
being studied, thereby constraining interesting theory development. 


The need to connect with research phenomena necessitates a direct and uncomplicated 
research method (e.g., direct observation), not one that is “methodologically elegant” but 
produces boring, hackneyed results that are merely statistically significant (Mintzberg, 
2005: 366); using statistical tests, must be done responsibly and insightfully without being 
allowed to dominate the research process. 


Research work is like detective work (Mintzberg, 2005: 366); unearthing more and more 


information still reveals big patches of the researcher's ignorance about the research 
problem and necessary practical solutions. 


A hallmark of successful research is its profoundly simple (not simplistic), jargon-free, 
easy-to-understand, and appealing expression; this reflects the researcher’s own clarity 
of understanding (Mintzberg, 2005: 367) about the research work. 


Influx of an increasing number of unpretentious researchers with open, courageous, 
probing, and creative minds rather than “academically correct” research geniuses 
(Mintzberg, 2005: 368-369) with minds overwhelmed and clogged by a fear of challenging 
the status quo, of being creative, of being contrarian, of not belonging, and of being wrong; 
“academic correctness” of this form stunts SSM research because it requires dealing with a 
new paradigm, discovering new patterns of commonness, and identifying unexpected 
interconnectedness among apparently unrelated issues and phenomena. Unfortunately, at 
present, fear is instilled into the whole process of doing and evaluating research. 
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+ The rare insight to first sift and then weave creatively through the maze of seeming 
anomalies, contradictions, similarities and relationships generated by data analysis. 

+ Greater reliance on mental visualisation and literal writing for discovering patterns in 
data, valuing anomalies, and drawing rich metaphors out of observed comparisons; our 
obsession with the technological wonder of the word processor powered by our personal 
computers must somehow be reduced because excessive use of computing technology is 
a deterrent to insightful theory development (Mintzberg, 2005: 371). 

+ The value of repeated iteration in the research process for reframing, rethinking, readjusting 
and refining previous versions of the research work with the aim of continuous improvement 
in research quality. 
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End-notes 


1. Sun Tzu was a military general and a philosopher during 400 B.C.E. towards the end of the Chou 


dynasty. The Art of War, a treatise on the art and strategy of military warfare was written circa 475 
B.C.E. It contains 13 chapters, and is based on the military conflicts between the kingdom of Wu, 
and other Warring States represented by the kingdoms of Qin, Chu, Zhao, Yan, Qi, Han and Wei. 

2. Chanakya is also well-known as Kautilya and Vishnugupta. His Arthashastra (written in 3rd century 

B.C.E.) consists of 15 books, out of which 6 are dedicated to the art of warfare. 

3. A meta-discipline is one that transcends and subsumes knowledge from many other fields. During 
.the last decade, several integrative disciplines have emerged that are motivated by sustainability 
‘and recognised as necessary for implementing sustainability. 

4. Paradigm shift denotes a profound and transformative. change in the philosophical and theoretical 

framework that dominates an approach to knowledge formation. 


5. Reductionist is a term associated with reductionism, which is an approach to understanding the whole 
of something by examining its parts. 


6. The genre of dystopian fiction as a form of literary research in the humanities -is well-known in 
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the writings of Zamyatan (1924), Huxley (1932) and Orwell (1980), who atiempt to make readers 
aware of a dystopian (i.e., anti-utopian) world, thus conveying a sense of hopelessness and rebellion. 
The genre of non-fiction dystopian analysis is conspicuous among strategic management writers in 
the post-Enron period since 2002. Tools of dystopia have been effectively employed to sensitize 
those directly and indirectly associated with streamlining management research and education, to 
the dysfunctional impact of the MBA on the rapidly degenerating moral fabric of a human society 
that has perilously chosen to be governed by self-serving managers in morally depleted companies. 


7. The Golden Rule of reciprocity is expressed as a moral obligation of humans in society in multiple 
versions (Hauser, 2006: 358; Religious Tolerance, 2006) as under: 


Religious Golden Rule of Reciprocity 

Philosophy 
‘This is the sum of duty: do not do to others Mahabharata, 5: 1517 
what would cause pain if done to you.’ 
‘None of you [truly] believes until he wishes Number 13 of Al-Nawawi s 
for his brother what he wishes for himself.’ 40 Hadiths 

Buddhism *Hurt not others in ways that you yourself Udana-Varga, 5:18 
would find hurtful.” 

Jainism ‘A man should wander about treating all Sutrakritanga, 1.11.33 
creatures as he himself would be treated." 

Confucianism ‘Do not do to others what you do not want Analects, 15: 23 
them to do to you.’ 

Judaism ‘What is hateful to you do not to your fellow Talmud, Shabbat 31a 
man. This is the law: all the rest is commentary.’ 


Christianity ‘And as ye would that men should to you, do Luke, 6: 31 (King James 
ye also to them likewise.’ version) 


Source: Religious Tolerance, 2006. 















8. Righteous management is a philosophy initiated by American environmentalist, John Muir (1838- 
1914) that condemns the excesses and vulgarities of modemity’s expansionist view versus the 
preservationist view of the sanctity of nature. Muir, as founder of the Sierra Club in 1892, laid 
the foundation of preservationist or righteous management based on the following tenets (Bade and 
Gifford, 1924): (1) The universe is an interrelated totality, with interconnected and interlocked parts; 
(2) Nature (e.g., animals, plants, rocks, etc.) is intrinsically valuable, irrespective of what other 
instrumental value is assigned to it in utilitarian terms; (3) Deterioration in the quality of natural 
systems affords both a physical and symbolic benchmark/standpoint for criticising modem society 
in terms of inadequacies in spiritual, aesthetic and moral sensibilities. Consequently, it is our 
collective responsibility to serve as planetary stewards in preserving and protecting natural systems 
from excessive human interference that produces irreversible adverse consequences. 


31 


A Global Account of Potential Carbon Trade Based on Kyoto 
Mechanism 


Ananda Mohan Pal 


Associate Professor, 

Department of Business Management, 
University of Calcutta 

e-mail: apal57@yahoo.com 


Abstract : In order to restrict global warming within a limit, the maximum allowable emission of 
Greenhouse Gases (GHG) in the atmosphere has been determined. To keep the actual emission within 
permissible limit the countries at different emission levels are required to set different emission reduction 
targets. Initiated by the Kyoto Protocol, the setting of emission reduction target by the industrialized 
countries has unfolded new dimensions in the domain of emissions trade. This paper tries to give an 
account of potential demand of carbon credits on the basis of excess emission of industrialized countries. 
It is an estimate of potential trade because Kyoto target has been set to be met during 2008-2012 while 
this paper applied the emission target of Kyoto on the basis of 2006 emission level. Although USA did 
not ratify the Kyoto treaty and undertook no obligation to bring down emission to below 1990 level, 
this paper included USA in accounting of global emission and potential trade of carbon credit. The Clean 
Development Mechanism (CDM) under Kyoto has unfolded opportunity for the developing countries 
to produce carbon credits for being used by the industrialized countries to meet their Kyoto target. The 
study has also estimated the supply of credits from CDM projects with particular reference to India. The 
study indicated the responsibility of the polluter nations to pay and assessed the reward accruing to the 
countries pursuing emission reduction. 


Key words: Global warming; emission reduction target; Kyoto Protocol; Clean Development Mechanism; 
carbon credit; carbon market. 


1. Introduction 


In view of the colossal risk of global warming, the urgent necessity is to limit the emission 
of Greenhouse Gases (GHG) by setting emission reduction target and by ensuring compliance 
to the target. Kyoto Protocol set emission reduction targets for the industrialized countries and 
introduced flexible mechanisms for economically achieving the targets. It created market of the 
carbon credits representing saving of emission of GHG in the atmosphere equivalent to one ton 
of carbon dioxide. If a country's emission exceeds the target level, the excess has to be accounted 
for by securing carbon credits from the emission saving sources. This gives rise to demand of 
carbon credits and its price in turn attracts supply of carbon credits through saving of emission. 
The motivations behind the present study are: 


1. To present a chronology of the emission reduction targets in order to limit global warming 
2. To present an account of the growth of global carbon market 
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3. To study the supply of carbon credits through CDM projects, in particular. 
4. To estimate potential demand for carbon credits on the basis of Kyoto target. 
5. To indicate the responsibility of the nations making excess emissions. 
6. To estimate India’s prospect in response to this global opportunity. 
Accordingly, the paper has been arranged in the following order: 
> Emission reduction target 
Emission reduction policy 
Kyoto mechanism 
Carbon market growth 
Potential demand from the leading Kyoto based “Emission Excess” countries 
Generation of carbon credits in developing countries including India 


VVVVV v 


Concluding observations 
2. Emission Reduction Target 


The 1995 Second Assessment Report of the Intergovernmental Panel on Climate Change (IPCC) 
upheld the risk of severe climate change impacts for a temperature rise beyond 2°C above 
pre-industrial levels. Consequently, the European Commission set 2°C as the European Union’s 
target ceiling (Niklas Hóhne, Christian Ellermann, 2008). The world has already experienced a 
temperature increase of 0.8 °C and IPCC noted further addition of 0.6°C unavoidable due to 
past emission. To ensure 50% probability of restricting the temperature rise within 2°C, the 
concentration of Greenhouse Gases (GHG) in the atmosphere must be stabilized at or below 
450 ppm CO,e. In order to meet these targets worldwide, cumulative emissions of GHG must be 
limited to approximately 1700 Billion tCO,e (ton of carbon dioxide equivalent) for the period 
2000 to 2050. Out of the total of 1700 Billion tCO,e, 330 Billion tCO,e has already been 
emitted till 2007 (Mayer, 2007). 

: Carbon Budget 2007 issued by Global Carbon Project in September 2008 presented a global 
view of cumulative fossil fuel emission for different countries/group of countries, as shown in 
Figure 1. It appears that US, EU and Former Soviet Union (FSU) followed by other developed 
countries and Japan with less than 20% of global population are responsible for about 75% of 
global cumulative emission from fossil fuel. In order to equalize the per capita cumulative 
emission in the long run it is obvious that the industrialized countries should reduce their 
emission at a higher rate than the developing countries. Emission of CO, representing 7796 of 
GHG has reached 383 ppm in 2007 at a growth rate of 2 ppm/y. 

For achieving the overall goal, different emission reduction targets are fixed at different 
levels in different time frames. Two of them are binding upon the- agreed parties: Kyoto 


Protocol (KP) target and European Union (EU) target, while the others are guidelines or 
suggestions. 
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Figure 1 


A Global View of Cumulative Emission and Population 
Source : http://www.globalcarbonproject.org 
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The Kyoto Protocol sets targets for industrialized countries to reduce their GHG 
emissions to be measured in ton of carbon dioxide equivalent by an average of 5.296 below 
1990 levels in the period 2008-2012, known as the first commitment period. 

At the European Council, the EU set the unilateral target to cut its greenhouse gas emissions 
by 20% by 2020 compared to 1990 levels (Hóhne and Ellermann, 2008). 

The European Council agreed that developed countries should commit to collectively 
cutting their emissions by about 30% by 2020, compared to 1990 levels, as part of an 
international agreement, and by 60% to 80% by 2050. The Council supported a 30% cut in the 
EU's emissions by 2020, provided that this international agreement is successfully concluded 
(Europa, 2007) 

The IPCC states that emissions in Annex I countries need to be -25% to -40% below the 1990 
level in 2020. In addition, emissions in non-Annex I countries need to be reduced by 15% to 30% 
below the baseline—i.e. below the most current business-as-usual GHG emission projections. 

Starting in 2012, the American Clean Energy and Security Act (ACES) is intended to 
establish annual tonnage limits on emissions of carbon and other global warming pollutants from 
large U.S. sources like electric utilities and oil refiners. Under these limits, carbon pollution from 
large sources must be reduced by 17% below 2005 levels by 2020 and 83% below 2005 levels 
by 2050. 


The Union of Concerned Scientists estimated the required reduction in the order of 
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40%-50% globally below the 2000 levels by 2050 (Luers, 2007). For the industrialized nations 
cumulative emission during 2000-2050 must be no more than 700 billion tCO,e (40% of global 
budget). The required reduction is estimated at 70%-80% for the industrialized countries. Out 
of the total budget of 160-265 billion tCO,e during 2000-2050 US had already emitted 45 
billion tCO,e by 2007 and it requires reducing emission at least at 80% from 2000 level by 
2050. Average developing nation must reduce GHG emission by 25% below 2000 level by 
2050. However China alone accounting for l/3rd of the total emission of the developing 
countries should reduce emission at a rate higher than the average of 25%. 

The following table (Table 1) shows a list of emission reduction targets. The first column 
shows the name of the authority fixing the target. The status of the target i.e., whether it is binding 
on the parties or it is mere expression of desirable behavior, is stated in the second column. 
The countries for which the targets are set have been mentioned in the third column. The rate 
of emission reduction has been given in the fourth column. The target reduction has been set. 
with respect to a base-year level of emission. That base year is shown in column five. Lastly, 
the year by which the target reduction should be achieved has been stated in column six. 


Table 1 : Target Reduction Calendar 


Authority For Countries Target Base level Compliance 
reduction by the year 


[KP [Binding | Industrialised Countries 2012 


ACES Binding or| US (Eqv to 4% 1990) | 17% 2020 
enactment 




















2020 

[IPCC ' |Desirable | Industriatised Countries | 25-40% — | 1990 | 2020 —— | 
[UCS | Desirable | Gtobat — — 40-50% — |2000 — — |2050 — | 
[ucs | Desirable | Developing Countries| 25% — [2000 | 2050 — | 


[KP: Kyoto Protocol; EU : European Union; ACES: The American Clean Energy and Security Act; 
IPCC : Intergovernmental Panel on Climate Change; UCS : Union of Concerned Scientists] 

3. Emission Reduction Policy 

The policies resorted to for achieving emission reduction are : 


¢ Command and control policy is used by national governments to control emission by 
command and enforcement where the economy has two options: incur necessary cost for 
abating emission or stop the emission generating production/use/consumption. 
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* Taxation policy includes emission tax, output/consumption tax, incentives, subsidies and 
other direct and indirect taxes whereby the emitter has to pay tax on emission or has to 
abate emission. The producer can continue production along with emission above the limit 
by making payment of appropriate tax. This leaves more space to the producer for choosing 
economic alternative between tax and cost of abatement. 


¢ Market policy (Cap-and-trade policy) fixes a cap or ceiling on the emission. Emission in 
excess of the limit attracts penalty or tax. But there is another alternative made available 
to the producer. He may purchase the emission reduction achieved at any other source 
at a lower cost from the emission market and use that to account for the excess emission. 
By the process actually he can outsource the abatement at a lower cost. The Kyoto Protocol 
through flexible mechanisms and EU through EU ETS have made use of the Cap and 
Trade or market policy. 


4. Kyoto Mechanism 


Kyoto Protocol (1997) has designed three market-based “flexible mechanisms”: (i) Emissions 
Trading (ET), (ii) Joint Implementation (JI) and (iii) the Clean Development Mechanism (CDM). 
ET is called “allowance-based” mechanism because allowances are allotted to the sources of 
the greenhouse gas (GHG) emissions whereas JI and the CDM are called “project-based” 
mechanisms because actual projects are undertaken for emission reduction. CDM projects can 
only happen in developing countries which do not have an emissions reduction target under 
the Kyoto Protoco!. As such, CDM is the only part of the Kyoto Protocol which directly involves 
developing countries like India in reducing greenhouse gas emissions. CER is the credit for 
GHG emission reduction of one ton of carbon dioxide equivalent. Under CDM mechanism 
industrialized countries get CER from developing countries; developing countries get revenue 
(for transfer of CER), investment and technology from the industrialized countries and the global 
environment gets emission reduction from CDM projects (Figure 2). 


Figure 2 : CDM : Role of Industrialised and Figure 3 shows the use of allowances or 
Developing Countrles credits in accounting for the shortfall in 

Le —- ` agreed reduction of emission. While 
i emission under  business-as-usual is 
A+B+C+D+E and target or quota of 


N 
H Global Environment; 











rd ER mM ' emission is only A, actual emission can be 
i 3 - reduced to A+B+C+D resulting in a short- 
i " 7 «S fall of B+C+D. B is accounted for by 
qo x ER. ' zr S , purchase of allowances or permits, while 
5 $ sU Cou tries } C and D are accounted for by purchase of 


Developing FC Revenue, Investment, Technology, ; carbon credits, C being the emission 
S. Countries / "v è ‘reduction units (ERU) from JI projects 
Baer o - and D being CER from CDM projects. 
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Figure 3 : How is the Demand for Carbon Credit Created? 


Carbon Credits Purchased 











Actual Emission 





















Carbon trading as per Kyoto market mechanism takes place by fixing a target emission for 
industrialized (Annex-I) countries, which create demand of carbon credits, which in turn induces 
emission savings for developing (Non-Annex-I) countries. Figure 4 helps explain the process. 


Figure 4 : Position of Annex-I and Non-Annex-I Countries 
In Generating Demand and Supply of Carbon Credits 


Neon-Aneax«! : Developing counties Arment) fodustrialised Countries, 


BAV 
AE 
BAU 
s » 
AE TR 
BAU (business as usual) is the emission level for business-as-usual. AE is the actual emission. 
S is supply of carbon credits arising from saving in emission when AE is less than BAU. TE 


is target emission. When actual emission exceeds target emission, such emission-reduction- 
deficit gives rise to demand for carbon credits. S of Non-Annex-I countries can be traded for 


meeting D of the Annex-I countries. 
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5. Carbon Market 


The world greenhouse gas emissions market are classified into three groups: 

à. The Kyoto market: 

b. The European Union Emission Trading System (EU ETS) and 

c. Regional and voluntary markets in places. 

The global emission market has shown a significant growth particularly from the first phase 
of the EU ETS, 2005-2007. Table 3 shows the volume (million tCO;e) and value (million US $) 


of the emission market, popularly referred to as ‘carbon market’ over a period of five years 
2005, 2006, 2007, 2008 and 2009. 


Table 3: eT A a 








A M 


Hs MUSS MUSS 
Ped ico un ns ico 


[Primary CER | 341 | 2017 | s37 [sme | s52 [ze | aoa | esu | zu [268 | 
[Sonday CER mop za [as pae zs pss ior eer [sr vs 


wav qupepwpepaspes[pw[spw] 
[imag — [25 ] 


m sae [ve sse s en ar [rae vor 


Source: The World Bank: State and Trend of Carbon Market (2007, 2008, 2009& 2010) 


A major part of Kyoto carbon credits are also traded through the EU ETS. Although the CER 
can be used for meeting emission reduction commitment of Kyoto Protocol from 2008, the 
European Union Emission Trading System (EU ETS) has started operation in 2005 and it allows 
the use of CER for EU ETS compliance. The primary CDM market refers to the forward market of 
un-issued CER and the secondary CDM market refers to the market of guaranteed or issued CER. 

Over the five year period 2005-2009 carbon market has grown from 710 million tCO,¢ to 
8700 million tCO,e in volume and from US$10.86 billion to USS 143.74 billion in value. The 
Regional Green House Gas Initiative (RGGI) in US made a significant growth in first two 
years of its starting, 2008 and 2009, although EU ETS alone maintains over 80% share in the 
global market throughout the period. The Kyoto market had grown significantly up to first 
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half of 2008 and thereafter on the face of recession worldwide the market started to fall sharply 
in 2009 and farther due to indecisiveness of the Copenhagen Accord in December, 2009 the 
declining phase continues in 2010. 


6. The Potential Demand of Carbon Credits 

The Kyoto Protocol had set emission reduction targets for the Annex B countries including 
US, taking 1990 emission level as the base. Accordingly GHG emission data of the Annex B 
countries for the years 1990 and 2008 (latest available) were considered in the study. The target 
reduction has been applied on the 1990 level to find the target emission level. The 2008 actual 
has, then, been compared with the Kyoto target level and excess emission countries were 
identified. The actual emission of 2008 for the leading emission countries are compared to 
the Kyoto target and the excess is measured and presented in Table 4. 


Table 4 : Excess over KP Target 


[United Sates [oa [32 — [3594 m5. i14  — —] 
[European Union(is)| 4245 [92] 3905] 390 — [6 — — | 


| Japan to oe — [us f i2 [se | 
| Canada fs fo fse [ns [isn | 
E fe — —. 


[http://unfccc.int/ghg data/ghg data unfccc/time series annex i/items/3841.php accessed on 02-12-10] 





The excess emission needs be accounted for and offset by ‘Carbon Credits’. Taking the 
average price of 2008 the value of demand of carbon credits for 2008 for the leading emission 
excess countries has been shown in Table 5. 


Table 5 : Potential Demand from Leading Emission Excess Countries at 2008 Average Price 


[C ME |. MUS — | 
[ — —Euspem Unsn Qj — | — € — — 
=, | | a — 
[ m — 
pac 









The average prices of carbon credits and allowances are observed to rise over the period of 
first three and half years till mid of 2008 and following the world recession it declined sharply in 
2009 and in 2010. The global average price data up to 2009 are shown in the table 6. 
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Table 6 : Average Price Growth (USS) 


Carbon Marii [m Tw; | 3 | 3 J 
[Primary CER — | 79 | ms | n4 | uz | v6 | 
Lagu — ëf sm [ ss | m [i | a] 
[whmay — — — "| 53 | 4€ | em [73 | 75 
[Credit Maret — — —[ 74 | n [voor | 235 | 155 _| 
Ces | so | 34 | 


4.48 












Global Total 


Source: State and Trend of Carbon Market 2007, 2008, 2009& 2010, The World Bank 


Although EU, Australia and Japan agreed to participate in the buyers' market as per Kyoto 
Protocol USA and Canada did not. Had USA agreed to undertake their obligation for meeting 
the Kyoto target the global demand for carbon credits could have risen by about 1241 Million 
tCO;e p.a. at an approximate value of US$ 32.6 billion p.a. at the average price of US$ 
26.26 per tCO,e for 2008. 


7. Supply of Carbon Credits through CDM 


In the supply side CDM is a major source of carbon credits. As on 02-12-2010, 70 developing 
countries have 2565 registered CDM projects with annual CER generation capacity of 403 
million with expected CER until end of 2012 estimated at 1870 million. 

China came first contributing 61% of global total alone and India came second with 
annual emission reduction of 45 million CER (11% of the global total). Table 7 presents the 
global supply of CER with country wise break up for the top five countries. 


Table 7 : Expected Annual Supply from CDM Projects Registered Till 02-12-2010 


[ — Gm — — [s | 29  ——] 
[— Td po A] 
124 


[— — Meis — CZ a —] 















| — —Mamsa —  —| 8 — 
[ Tw — 2565 


Source: http://cdm.unfecc.inv/Statistics/index.html accessed on 02-12-2010 


It appears that India stood second in number of projects and annual CER generation capacity 
although it is lagging far behind China. The project approval being granted for 10 years the 
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total amount of CER to be generated by India by the 572 projects registered till 02-12-2010 
amounts to 450 million. Secondary Market price of CER in December 2010 is around US$11.67 
(Source: http//www.pointcarbon.com). At current price India's CER pa valued at 521 million 
USS i.e. about Rs. 23.58 billion. 
8. Conclusion 
This paper has tried to establish that Kyoto emission reduction target and EUETS are the two 
major forces that started operation in 2005 and till 2009 they contributed to raise the carbon 
market from 10 billion US$ in 2005 to 144 billion US$ in 2009. The corresponding trade of 
carbon credits and allowances represent 710 M tCO,e GHG in 2005 and 8700 M tCO,e in 
2009. As the carbon credits and allowances are supposed to attest saving of GHG emission 
at any sources on the planet the growth of carbon market is also indicative about the global 
saving in GHG emission. The Kyoto Protocol attempted to make the industrially developed 
countries pay for emission in excess of the target. The developing countries having no target 
are rewarded for achieving emission reduction. European Union made actual reduction from 
1990 level and undertook the lion's share in the buyers' market. US having the largest share 
in the industrialized countries total emission and having over 1396 emission increase during 
1990-2008 did not accede to Kyoto reduction target. The prescnt study estimated their Kyoto 
obligation at US$ 32.6 Billion for the year 2008. 
India as a supplier of carbon credits stood second to China with 1196 share in global CDM 
capacity and at the current market price the sale value of its annual capacity is estimated at 
Rs. 23.58 billion. 
The second compliance period of Kyoto and the third phase of EUETS i.e., the period from 
2012 to 2020 are very much important for the industrialized countries including US to undertake 
the responsibility of accepting the cap (target) and for the developing countries to achieve 
emission reduction and to promote carbon trade so as to ensure a sustainable global climate. 
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Abstract : This paper examines the present status of higher education in India in the context of the 
avowed objectives of equity, quality and efficiency. It highlights the implementation gap in education 
in the context of allocation and avowed objectives and also the nature of inequalities (sex, caste, religion, 
region and income class wise) in the higher education system. We find that although relative cross-time 
performance in higher education in respect of enrolment reveals buoyancy, the absolute performance is 
rather bleak in a populous country like ours. In fact we find a tremendous inconsistency between the 
ends and means in the declared policies coupled with a large implementation gap between the avowed 
objectives and the reality. Surprisingly the draft 11th plan document of GOI also recognizes the persistence 
of inequity and lack of quality in higher education. 

Further, we find a sharp sex, caste, religion and income class wise inequalities in higher education such 
that the inequality in higher education persists at a higher degree both across castes and religions within 
each economic stratum and also across economic class within each caste and religion structure. 
Interestingly, the inter-state disparity in the enrolment of female in higher education is found to be very 
high relative to that of male and we also find an increasing tendency of it, albeit the average enrolment 
of female in higher education reveals an increasing tendency coupled with the falling trend of the same 
for male during the period of reform. 

Now given the allocation pattern we also find that higher education system in India is at the cross roads, 
with the Govt. having her inclination and intention towards privatization of education system especially 
the higher education in the era of globalization so that the objectives of equity, quality, efficiency, 
accessibility and also the sustainability become a distant dream. 


Key-words : Higher education system; literacy rate; elementary education; inequality; quality; allocation 
of resources. 


I. Introduction 

It is an undisputed fact that education as an important component of human capital plays a 
crucial role not only in the socio-economic and political development of a society but also on 
the economic growth of an economy. Apart from this, education helps generating moral values 
within a human being which has immense social benefit also. Moreover, one can't deny the 
empowerment value of education such that an educated person can easily overcome the 
vulnerability and marginalization in modern society. So the spread of education helps 
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overcoming traditional inequalities of caste class and gender just as the removal of these 
inequalities contributes to the spread of education. The dialectica! relation between education 
and social change is also widely recogonised (Dreze & Sen, 2002). 

On the other hand, the role of human capital consisting of its two components viz. education 
and health in cross-country differential in economic growth has also been widely recogonised 
(Barro, 1991; Mankiew, Romer and Weil, 1992; Ghosal, 2002, 2006) 


Parallely, it is well known that we are living in the era of globalisation such that there 
has been a wide spread deregulation in trade, investment and finance across the countries in the 
world. As a fall out, there is free cross country mobility of not only the corporate capital, 
but also the technology, knowledge and so the production and allocation decisions in all sectors 
including the social sector are left to the market mechanism. We are also globalising our 
economy. Now during the on-going process of globalisation, the role and importance of 
education especially the higher education coupled with higher level of technical and vocational 
education for the realization of the benefits of market are increasing tremendously day by day. 
Since with the globalisation, the economies in the world are gradually integrating with the 
world economy so as to achieve competitive efficiency in respect of allocation of resources 
and productivity, in which case higher education has a crucial role, the process of the creation 
of employment opportunities and its nature is also being globalised. Now to compete with the 
economies in the world in view of sharing the benefits of market economy a rapid break through 
in Indian education system, keeping in mind its quantity, quality and equity seems to be quint- 
essential especially during the new millennium. This needs immediate change in the education 
policy which we inherited form British imperialist and the policies towards the allocation of 
resources for making Indian education system especially the higher education system 
competitive and efficient relative to global level. 

But it is well known that market can’t do the justice. From the conventional theoretical 
wisdom on welfare maximisation we know that any competitive equilibrium is Pareto efficient 
(by first theorem on welfare) but the second theorem shows that any Pareto efficient allocation 
is competitive equilibrium for some set of prices and initial distribution of resources. So the 
question of equity is separated from efficiency by the second theorem. Thus socially optimum 
allocation can be sustained through competitive equilibrium provided the initial distribution of 
resources be appropriately fixed. So the question is: who will fix the initial distribution for 
sustaining social optimum allocation. Now since market can’t do justice and there is 
complementarity between private investment and public investment in education, for efficiency 
and equity in the education system, government should come forward with large chunk of 
investment in education. This in turn will automatically raise private investment in education also. 

Surprisingly Indian education system is concerned so far, we find that the goal of providing 
free and compulsory education for all children upto age of 14 year with 10 years as laid down 
in the Article 45 of the Constitution of independent India and the allocation of 6% of GDP 
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to education as recommended by Kothari Commission in 1966 still remain a distant dream. 
Rather our planners repeat this goal in the plan after plan. Even the 11th plan lives in the 
hope of achieving the former goal within 2010 and the Common minimum programme of UPA 
Govt. emphasises the phasewise expenditure on education for achieving the latter goal. (Draft 
llth Five Year Plan document). Astonishingly, we expend only 3.5% of our GDP in education, 
and Higher Education shares only 0.6% of total plan expenditure on education. So there is 
high degree of inconsistency between the ends and means in education policies of GOI. Further, 
India spends between 0.6% and 0.8% on R&D. It is also surprising that in a globalising economy 
only 8% of people in relevant age group go to university educations. Ironically, the overall 
literacy rate in our country is only 65.4%, in 2001 with 75.9% for male and 54.2% for female. 
Further, there are so many divides in education system viz. the rural-urban divide, sex, caste and 
regional divides etc. 


Now given these elusive proclaimation and deplorable state of achievement and allocation, 
how can one expect the equity, accessibility and quality of higher education system so that 
our higher education system becomes competitive at the global level? In fact, our higher 
education system is at the cross-road now. Under this backdrop this paper examines the question 
of equity, efficiency and sustainability in Indian higher education system. This paper is 
structured as follows. Section II presents a brief review of the achievement of Indian education 
system in the content of avowed objectives. Sections III examines the nature of inequality in 
higher education system by concentrating on sex, caste, rural-urban and regional divides. 

Section IV highlights whether Indian higher education is at the cross roads and finally 
Section V gives policy implications and concluding remarks. 


2. A Brief Review of Indian Education System and its Achievements. 


It is an undeniable fact that Indian education system has some historical inheritance of colonial 
legacy such that we are yet to disentangle our education policy as well as the system from 
the imperialistic education policy of British imperialist, who was strategically unwilling to 
accord priority to upper primary, adult and higher education. There is no controversy on the 
fact that colonial education policy was formed in such a way that only some pretty clerks 
could be produced. Even whatever little higher education system was introduced during the 
colonial period, was owed to British model (Singh, 2006). It is interesting to note that while 
establishing the first three Universities (viz. Bombay, Madras & Calcutta in 1857), we follow 
the model of University of London and the act of these Universities was formulated in 1857 
by following University of London. But what is surprising is that even after the elapse of more 
than one and half a century we have failed to leave imperialist model by evolving out a suitable 
higher education System which should be consistent with the changing requirement of our 
country as well as of the global economy. 


Now so far as Indian education system in the post independence period in concerned three 
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distinct feature can be observed. First, there is tremendous inconsistency between end and means 
in the education policies adopted from time to time. Second, there is high degree of inequality 
across sex, caste, religion and regions not only in the higher education system but also in the 
entire education system of India. 

Third, there is large gap between the avowed objectives and reality Fourth, Indian education 
system especially the higher education system is at the cross-roads. 


Now starting with the avowed objective of provision of elementary education to all 
children up to 14 years of age by 1960 in Article 45 of our constitution, we have now 
fixed the objective of Universalisation of secondary education in the Draft 11th Five year 
plan document which is preceded by Sarva Siksha Abhijan (Draft 11th plan Document, GOI). 
But all these targets remain elusive and even the draft 11th plan document fixes the first 
target to be achieved by 2010. In fact, what we find is the straight forward recapitualtion 
of same objective plan after plan such that the realisation remains a distant dream. On the 
other hand, so far resource allocation for realisation of the avowed objectives is concerned. 
We have formed several National levels Education Commission from time to time (Kothari 
Commission 1966, Tapas Majumder Committee Year 1972 etc.). So right from the beginning 
of the suggestion of allocation of 6% of GDP to education (Kothari Commission) which 
has been claimed as not ambitious one by the latter commission, we have reached the siage 
of phase wise allocation for fulfilling the 6% allocation goal and to the imposition of 2% 
education cess on all Central taxes in the common minimum programme of UPA Govt. Of all 
these, only the last one is being implemented recently. So far the reality is concerned; presently 
we allocate only 3.5% of GDP to education and 0.6% of total plan expenditure on higher 
education and between 0.6% and 0.8% to R&D. Another striking and conspicuous feature 
which is highly pernicious and act as obstacle towards the achievement of the goal of equity, 
affordability and quality of higher education system in India has been the persuation of second 
track of education viz. the appointment of para-teachers or Sikha Karmi, Contract teacher 
introduction of distant education system self financing courses etc. in the name of fiscal 
austerity due to economic reform. 

Now let us see in detail what the data on allocation and achievement do tell us. Table-1 
gives an overview on the trend in public expenditure on education. Three distinct features are 
discernable from the table. First expenditure as percentage of GDP has indeed increased over 
the period from 0.64% in 1950-51 to 3.49% in 2004-05. However what is surprising is that the 
continuous increasing trend in the expenditure on education up to 2000-01 has been reversed 
from 2001-02, nevertheless there is a burgeoning requirement of allocation for fulfilling the 
avowed objectives. Secondly the expenditure on education as percentage of total budget has 
indeed in increase from 7.92% in 1951-52 to 12.27% in 2004-05. But there is wide fluctuation 
in this allocation. Thirdly, the real per-capita education expenditure has revealed an increasing 
trend from Rs 49.00 in 1951-52 to Rs. 509 in 2000-01 which in followed by a declining trend 
thereafter reaching the figure of Rs 498 in 2003-04. 
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Table 1 : Public Expenditure on Education in India during 1951-52 to 2004-5 


f Budget At 1993-4 Price 
[5 | 24 —[- 99 —7] 
[ 34 — | 9 —[|-—359 — 
904 —| — —23 — CA 39 — 
[98a — | — 39 —  — 4 — | — i8 — -] 
aser | 3*9. | 800 —— 
x91 | — 42€ as — 595 — 
20012 
ee a umo uer 


Sources : Based on selected Educational Statistics : Analysis of Budgeted Expenditure on Education, 
Census of India, and EPWRF (2003). Also in : India Social Development Report, 2006, P. 43 (OUP, 
New Delhi). *Revised Estimate +Budget Estimate 


















On the other hand Table-2 gives an overview of Sectoral break-up of plan expenditure 
on education over different plan periods. It is evident from the table that total expenditure 
on education as percentage of total plan expenditure reveals a tremendous fluctuating pattern 
ranging from a maximum of 7.86% in first Five year plan to a minimum of 2.70% in sixth 
five year plan. Secondly, it follows that the share of elementary education dominates in total 
education expenditure, such that it continues to fall from 4.3% in the first plan to 0.8% up to 
the sixth plan and again followed by a rising trend (not remarkably) from 1.3% in seventh plan 
to 3.2% in 9th plan. What is surprising is that the share of elementary education is abysmally 
low and highly inconsistent with the goal of achieving universalisation of elementary education. 

` Thirdly, the share of secondary education also remains abysmally low ranging from 0.4% in 
Fifth plan to 1.2% in 4th plan. Finally, the Table-2 clearly indicates a deplorable picture of 
allocation to higher education plan after plan and in 10th Plan; it constitutes only 0.6% of 
total expenditure. Having said this how one can reconcile between the allocation pattern 
and the golden dream of competitive, equitable and quality higher education system in 
the era of globalization. What is a major source of disenchantment in this context is that 
we can now expend gradually increasing proportion (11%) of our total plan expenditure 
on a nonproductive defense sector, while we express niggardliness in spending on education 
which forms both moral and economic backbone of our economy. 


It is well known that higher education is a cumulative outcome of education process. So 
the question of equity, accessibility and quality of the same is related to the vertically lower 
levels (i.e. secondary and primary levels). Actually enrolment in higher education depends on 
cumulative retention of schooling throughout pre-tertiary levels. Let's examine the nitty gritty 
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on the reality pertaining to status of education in our country. Table-3 presents an overview 
on the progress of literacy rates for age group (6+) and its rural-urban and sex wise disparity. 
It is evident that the overall literacy rate has increased from 43.6% in 1981, to 52.2% to 1991 
and further to 65.4% in 2001. So it is a matter of disgrace on the part of our nation that still 
we have 34.6% illiterate population with a significantly higher drop out (i.e. 31% in 2003-04) 
in the primary level. Further we find a sharp rural-urban divide in the literacy rate with 80.1% 
of urban population and 59.296 of rural population being literate. On the other hand, the sex 
disparity in literacy rate is also conspicuous with 75.9% of male and 54.2% of female are literate 
now. Table-4 gives an idea abort the trend in gross enrolment ratio in elementary and higher 
secondary education since independence. In the table, we find a tremendous sex disparity 
at elementary and higher secondary enrolment and it is increasing over the period. 


Table 2 : Expenditure on Education in the Five Years Plans (as percent of Total 
Expenditure in the Five Year Plans) 


C pmssrEdwa [ Eemesar [ Secondary [Higher | 
|_First Five Year Plan — | — 786 | — 43 | 10 | 07 — | 
| Second Five Year Plan |.— 583 | 20 | u | 19 | 
[mid Five Year Pan | 687 | 23 | iz | 38 —] 
| Fourth Five Year Plan | — 517. | is | os  ] 12 | 
| Fifh Five Year Pam | — 327 | os | oa | os | 
[sich Five Yor pan | — 2m | oa | 07 | 95 | 
| Seventh Five Year Plan | — 3ss | — 13 | os [| os | 
[ Eam Five Yer paa | aso | 20 | os] 03] 
[C Nine Five Year pan | 62 — | 32 fu] os 1] 


Sources : Five Year Plan Documents. 
















Table 3 : Progress of Literacy in India (Age 6+) 


Percentage Point Change 
[ 200  [ 1981-91] 1991-2001 | 
71.2 16.29 23.18 
46.6 38.99 53.79 
59.2 23.6 33.03 
86.4 54.6 6.66 
73.0 13.29 14.24 
80.1 8.61 9.57 
75.9 13.12 18.22 
Female k . 542 31.54 38.26 


Total E E 65.4 19.72 25.28 
Sources : Various Census Reports of India 
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Upper Primary (VI-VIII) | Elementary (I-VIII) 


11.3 





Sources : Selected Educational Statistics : A Handbook of Educational and Allied Statistics and Education 
in India, Vol. 1. Also in : Social Development Report, 2006 P. 83. * Provisional 

On the other hand Table-5 presents an overview of the caste and religion wise literacy 
rate (at 7+age) and the proportion of the population who completes the various higher level 
of education. It follows that the Hindus dominate in respect of both the literacy and the 
completion of primary, middle, secondary, higher secondary, graduation and technical diplomas 
which is followed by Muslims and SC, ST. So there is still a sharp religion wise and caste 
wise divide in the educational attainment in India, albeit, the declared objective were the equity 
and the provision of elementary education to all up to 14 years of in our constitution. So we 
find a fragile state of education and a large implementation gap. On the other hand so far 
as the regional disparity in education is concerned Table-6, presents data on the cross-state 
literacy rates over the period from 1981-2001. Although there is buoyancy regarding the fact 
that all the states have experienced an increase in their literacy rate over the period, the 
proportions of illiterate person, in the states excepting Kerala are not very low. The time profile 
of co-efficient of variation reveals that the inter-state disparity in literacy rates is not 
very high and it is gradually decreasing. 


Table 5 : Literacy (7*) and Percentages of those who completed at least the Relevant 
Higher levels of education (96) 


fr Rae] aa 
Rate Secondary | Secondary 

[ All Religious — | 648 | 523 | 329 | 210 | 105 | $55 | so | 
| Muslims | 59.1 | 444 | 242 | 136 | 60 | 27 | 25 | 


Er en RR E cst ed EE D 
SCs/STs) 

SCs/STs) 

[sc — 332] | uz | 31 | 22 | 20 | 
[ss — — 47a [8 | 362 | es | 36 [ 1. 


Sources ; Census 2001 
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Table . 6 : Progress of Literacy at the inter-state level during 1981-2001 (96) 





30.11 38.55 
ae J as | as | sw - 7| 
| ma ë | 457 | sa [| 62 | 


Source : Various Census Reports 








3. Inequalities in Higher Education 


This section highlights the nature of inequalities in higher education system in India. The 
inequalities in Higher Education may take different forms viz. the gender inequality, caste, 
religion and income class rise inequality and also the rural-urban and regional disparities. The 
Table-7 gives an overview of the sex wise disparity in the higher education during the 90's. 
So far as the graduation level (general) education is concerned it is found that while the total 
enrolment of students has become almost doubled (97.87% increase) from 3.29 million in 1990- 
91 to 6.51 million in 1999-2000, the technical and medical education, graduation level enrolment 
has increased by 50% and 75% respectively over the period. On the other hand, the enrolments 
in the postgraduate and higher degree beyond the P. G. level have increased by 57.14% and 
66.66% respectively. Surprisingly, although the relative performance in respect of 
enrolment in higher education reveals buoyancy, the absolute performance in the higher 
education is rather bleak in a highly. populous country like ours. Moreover the Table-b7 
also bring out the fact that there is tremendous gender disparity in respect enrolment in higher 
education with the conspicuous domination of male population. The most important explanations 
as we have already stated in Section-II, night be the socio-economic hindrances on the part 
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of the female, the spillover effect of inequity from the pre-tertiary level and the inadequacy 
of higher education structure etc. There are two myths pertaining to the gender disparity in 
education. The first one is the economic unworthiness of women education and the second 
is the indifference of the people about female education. (Dreze & Sen, 2002). 


Table 7 : Enrolment of Men and Women at Higher levels of Education. (in million) 


Level 1990-91 1999-2000 [i — =" 
Women Total | Women Total | % increase 
over the 
period 
Graduate 1.14 2.25 3.29 2.66 3.85 6.51 97.87 
(B.AJB.Sc/B.Com.) (34.7) | (6.53) (40.9) | (59.1) 
Post Graduate 0.12 0.23 0.35 0.22 0.33 0.55 57.14 
(M.A./M.Sc./M.Com.) (32.8) (61.2) (39.6) (60.4) 
Ph.D/D.Sc./D.Phil 0.01 0.02 0.03 0.02 0.03 
(26.2) | (73.8) (35.4) | (64.6) 
B.E/B.Sc/Eng.)/ 0.03 0.21 0.08 0.28 0.36 
Architecture (10.9) (89.1) (22.0) (78.0) 
H.B.B.S. 0.03 0.05 0.08 0.05 0.09 
(343) | (65.7) (7.8) | (62.2) 


Source : Selected Educational Statistics, Relevant years, Ministry of Human Resources Development. 
Note : Figures within parentheses indicate percentage to total. 


















On the other hand, the caste, religion and income class wise disparity in higher education 
is concerned so far, the Table-8 gives the relevant information on the stock of human resource 
with post graduate and professional degree holders for the year 2004. 

The table clearly brings out the following fact. First there is a conspicuous gender disparity 
in the attainment of higher education and this persists across income stratum also. It follows 
that for the all classes 3.4% of men are highly educated where a only 1.4% of female are 
highly educated. Secondly, as we move along the income ladder from rich to very poor start 
we find that the proportion of highly educated goes down sharply especially amongst the lower 
three strata. Thirdly, as we move along the caste hierarchy from Hindu upper caste to OBC, 
SC, ST and Muslims and Christian, the proportion of highly educated persons falls steadily 
and gender gap or disparity rises excepting for Christian. Infact gender gap within each caste 
and community rises excepting for Christian with larger gender gap in the weaker section of 
social hierarchy viz. for SC, ST and OBC etc. On the whole, it can be said that the inequity 
in the attainment of higher education persists at higher degree both across caste and 
community within each economic strata and also across economic classes within each caste 
and religion hierarchy. On the other hand, the Table-9 clearly brings out the fact that there 
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is a tremendous rural-urban disparity in the attainment of higher education with 15.5% 
of urban population being graduates while only 2.696 of rural population possesses 
graduate degree. Further, this sharp rural-urban disparity in attaining higher education 
also persists both across religions and castes. 


Table 8 : Percent of Postgraduates and Professional Degree Holders by Caste/Community, 
Class and Gender i 

























All Classes 
Middle 

All Caste Communities 8.1 6.8 1.6 0.8 
9.8 9.1 22 1.2 
5.8 3.9 0.8 0.4 
Hindu Dwija Upper Caste 13:6 8.8 23 1.7 
17.8 10.3 3.9 2.7 
83 73 1.4 0.3 
Hindu and Sikh 6.2 46 0.7 1.2 
Intermediary Casete 73 5.8 1.2 0.9 
(Non-durija, Non-OBC) 4.8 34 0.0 22 
OBC (Hindu & Sikh) 6.6 LI 0.7 
10.1 1.6 13 
1.9 0.4 0.1 
SC (Army Region) 8.0 1.6 0.5 
11.7 2.8 0.7 
2.6 0.2 0.2 
ST (Ary Region) 1.9 6.1 0.6 
33 10.0 0.3 
0.0 18 0.5 
74 4.0 L5 0.3 
10.1 6.0 12 0.5 
17 1.6 2.0 0.00 

Christian 13.2 


Note : All figures are for percent of respondents belonging to a category who report having a Post- 
graduate or Professional Degree. Figure based on less than 50 cases have been put within parentheses. 
Class categories are based on a combination at self-reported data on income and observed date on 
possession of assets. 

Source: National Election Study, 2004; CSDS Data unit. Data is weighted by state population. Also in 
article of Satish Despande, Yogendra Yadav, EPW, June 17-23, 2006, Vol. XLI No. 24, Page 2421) 
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Table-9 Inequalities in Higher Education : 1999-2000 (% age of Graduate in population 


aged 20 years and above) 
[Css [Raval Toga [Urban Tei | 













Other Religion 


All India Average 


Source : Computed from NSSO 55th Round Survey, 1999-2000, also in article of Satish Deshpande, 
Yogendra Yadav - EPW, June 17-23, 2006, Vol. 24, Page 2421. 


The important scenario which comes out from table is that there is that sharp disparity in the 
overall enrolment in higher education across the states. However, in almost all the states the 
number of student enroled in higher education has increased in varying degrees during 90’s. 
Secondly, the enrolment ratio for female has been found to be remarkably low both across 
the states and time. Thirdly, the average enrolment ratio for female has been found to 
increase from 37.74% in 1993-94 to 39.67% in 2000-2001 while that for male reveals a 
declining tendency. Finally, the table clearly brings out the fact that the inter state disparity 
in the enrolment in higher education for female (as measured by co-efficient of variation) 
is high relative to that of male and it is increasing over the period. The main explanations 
seem to be the lack of social mobility, spillover effect of pre-tertiary education, lack of socio- 
economic freedom of women etc. 


4 : Is Indian Education System at the cross-roads? 


It is well recognized that with the adoption of policy of globalisation we are also integrating 
our economy with the world or global economy in view of achieving competitive efficiency 
is respect of allocation of resources and productivity. As a fall out, there have been 
several reforms including the social sector reform. In fact, we are gradually tending towards 
market fundamentalism even if the conventional theoretical wisdom on social welfare 
maximisation suggests than market can't do justice. Of course the economic reform has led 
to fiscal austerity. 


Now so far as the inter-state disparity in the higher education in India is concerned the 
Table-10 gives us information on 
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Table-10 : Enrolment (No.) In Higher Education (Graduate Level and above) In Indian 
States during 1993-94 to 2000-201 


States 1993-1994 2000-2001 
| Female | Total | Male [ Female [ Torat] 


| Male | 
(51.83) (48.17) (60.50) | (39.50) 
(77.7 (22.3) (67) 33) 
(63.65) (36.35) (58) 42) 
35611 69267 | 425378 333644 
cas | Gra) 
Haryana 77315 45890 123265 
(62.77) (57) (43) 
(7140) (28.59) (56.40) | (43.60) 
Jammu & Kashmir 16072 15215 31287 23344 2178 | 45131 
[en [eem | | emn em | | 
Karnataka 202446 117074 31950 192643 | 152299 | 344942 
exe [Gum | | Gum | Gan | oe 
Madhya Pradesh 205527 96598 | 302125 224854 | 143753 | 36807 
pure oom le do en ex 
Maharastra 432383 287680 | 720263 526369 | 410085 | 936454 
pe eo | a | OE | ean | to | 
p M (63.73) (36.27) (63.30) | (36.70) 
Punjab 74161 80882 155043 868001 | 107291 | 194092 
(ret eem [em | 5 p eem [eem | o | 
Ea RN (72.05) | (27.95) (64.39) | (35.61) 
Tamil Nadu 167029 228755 | 457653 
(57.79) (42.21) (50) (50) 
Uttar Pradesh 357274 | 947551 
(71.39) (28.61) (62.30) | (37.70) 
West Bengal 186506 114588 327212. | 218038 
eee [ees | Gro» | "AE a] 
All India 3051374 712357 | 4763731 | 4127853 2918121 [7045974 
(64.05) (34.95) (58.58) | (41.42) MH 
| tsa | 


[ »5[ —] 


Source : Statistical abstract of various years. Figures in brackets are % of total sexwise enrolment in 
higher education (graduate level and above) for the two points of tirne i.e. for 1993-94 and 2000-2001. 
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Now our education policy during the ongoing process of globalisation is concerned so far, 
it is well recognised that the policy is gradually being biased towards marketisation of education 
System especially the higher education system. This is also vividly reflected not only in the 
introduction of distant higher education system, the self financed courses in higher education, 
employment of Para-teachers/Siksha karmis, Contract teachers and Part-time teachers at the 
higher education level etc. but also in the allocation pattern of expenditure on education. This is 
highly pernicious to the quality, affordability and equity in education. The nature of the trend in 
the privatization of education (up to higher secondary level) is reflected in the Table-11. 


Table-11 : Growth in Private Schools in India (Percent of Total Number of School) 


C Primy [Upper Primary | Higher Secondary | 
ided | unaided aided | unaided aided junaided 
17.75 | 467 | 2242 | 57.02 | 
[1978-9 | 442 | 159 | 6.01 | 
5 44.79 
37. 










: a| nsa 
: [1630 | 466 [2i. 
[1987 434 | 237 | 69i | 1630 | $58 | 2488 | 4475 | 935 ] 
[1954 | 378 | 4iz | 750 | —333 | moz | 2055 [375 | 15.17 | 
[ 1025 






1025 | 1420 [24.45 | 3620 | 18.10 | 


Source : Selected Educational Statistics: 2001-02. Also in: India-Social Development Report, 2006, P. 45 


It is quite obvious from the table that the proportions of private unaided schools at the 
primary, upper primary, secondary and higher secondary have been increasing tremendously 
since 1986-87. Conversely, the proportions of government-aided schools at each level of school 
education remain almost stagnant or even show a declining tendency during the period of reform. 
This is clearly an indication of inclination towards privatization. So obviously the question of 
equity, accessibility and quality will remain a distant dream. 







5 : Concluding Remarks : 

This paper examines the present status of higher education in India in the context of the avowed 
objectives of equity, quality and efficiency. Since higher education is a cumulative outcome of 
vertically lower levels of education system such that there is strong spillover effect of equity, 
and quality of pre-tertiary level of education, the question of equity ,quality and efficiency of 
higher education can not be independent of that prevailing at the vertically bottom levels. So 
any analysis of the nitty gritty on higher education system must be preceded by a brief analysis 
of the status of primary and secondary education also. 

This paper highlights the implernentation gap in education in the context of allocation and 
avowed objectives and also the nature of inequalities (sex, caste, religion, region and income 
class wise) in the higher education system. We find that although relative cross-time performance 
in higher educatíon in respect of enrolment reveals buoyancy, the absolute performance is rather 
bleak in a populous country like ours. In fact we find a tremendous inconsistency between the 
ends and means in the declared policies coupled with a large implementation gap between the 
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avowed objectives and the reality. Actually there has been a continuous recapitulation of same 
objectives plan after plan and in different reports of various commission as well as national 
policies on education without any positive attempt to rectify the loopholes. Surprisingly even 
after 59 years of independence the less ambitious objective of provision of universalisation of 
free elementary education to all children up to 14 years of age (Article 45 of constitution of 
India) and the allocation of 6% of GDP to education are reiterated in the draft 11th plan document 
of GOI with the recognition of inequity and lack of quality in higher education. 


We find a sharp sex, caste, religion and income class wise inequalities in higher education. 
In fact the women are highly deprived of having accessibility not only to the primary and 
secondary levels of education but also to the higher levels of education due to different socio 
economic factors. It is found that the inequality in higher education persists at a higher degree 
both across castes and religions within each economic stratum and also across economic class 
within each caste and religion structure. 


Interestingly, the inter-state disparity in the enrolment of female in higher education is found 
to be very high relative to that of male and we also find an increasing tendency of it, albeit 
the average enrolment of female in higher education reveals an increasing tendency coupled with 
the falling trend of the same for male during the period of reform. 


Now given the allocation pattern we also find that higher education system in India is at 
the cross roads, with the Govt. having her inclination and intention towards privatization of 
education system especially the higher education in the era of globalization so that the objectives 
of equity, quality, efficiency, accessibility and also the sustainability become a distant dream. 
Since the corporate sector benefits most from high quality of human resources embodied with 
higher education, the cost of higher education may partly be raised by imposing higher rate of 
taxes on this sector along with the flat rate of 2% cess on non-corporate sectors. 
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Abstract : This paper explores the leadership style necessary for a learning organization for managing 
change. It explores the differences in leadership style in the manufacturing sector and the service sector 
so far as the large Indian organizations are concerned. Leadership style component has been assumed to 
have a number of items, such as shared vision, attitude of leaders, collaborative efforts, shared power, 
type of decision-making, leadership role, emotional intelligence, and personality type of leaders. The 
relationships between of these items and the leadership style as a whole have been interpreted by working 
out coefficient of correlation. A test of significance with respect to each such item has been done. It has 
been found that the service sector is slightly ahead of the manufacturing sector, but the overall result shows 
that, by and large, the Indian organizations are far away from achieving a perfect leadership style, necessary 
for becoming a learning organization. 

Keywords : Learning organization; leadership style; shared vision; attitude of leaders; collaborative efTorts; 
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Introduction 

Change : A Dominant Feature of Modern Business Environment 

Today's business environment is dominated by some speedy forces of change like globalization, 
information technology and knowledge economy. The management academics and practitioners 
are working on for decades to develop mechanisms for adapting to this changing environment. 
Senge (1990) in MIT first introduced the concept of learning organization as a process of 
adapting to change. 

Learning Organization : Role in Managing Change 

Learning organization is one that continuously adapts itself to changes. It sees changes as 
opportunities as it can envisage future trends and equip itself to face them. To manage changes, 
this type of organization learns as a whole. It not only learns for the moment but it also learns 
through a continuous process. Learning to it is not only for acquiring knowledge. It is also a 
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part of the job. Organization learns as they produce or render services. Here, learning is a weapon, 
which gives it a competitive advantage compared to other organizations (Senge, 1990). 
Leadership Style : A Component of Learning Organization 


Learning organization needs transformational leaders. According to Rolls (1995), the 
transformational leaders provide the critical set of conditions under which employees can unfold, 
transform, grow, and flourish in uncertainty. They model and teach the skills needed to build 
a learning organization. They do not delegate responsibility but they invite sub-ordinates to 
interpret the ideal future in terms of their roles and to determine how to close the gaps between 
current and future states. An organization's ability to learn, and translate that learning into action 
rapidly, is the ultimate competitive advantage (McWilliams and Stepanek, 1998). The traditional 
authoritarian image of the leader as the boss calling the shots has been recognized as oversimplified 
and inadequate for some time. According to Schein (1985), leadership is intertwined with culture 
formation. Building an organization's culture and shaping its evolution is the unique and essential 
function of leadership. 

Leadership Style: A Conceptual Framework 

The major features of leadership style, a component of learning organization, have been 
discussed below, in brief. 


Shared Vision 


Shared vision is one of the skills a learning organization must possess (Senge, 1990). Building 
shared vision is an on-going process. At any point in time, there will be a particular image 
of the future that is predominant but that image will gradually evolve. Official vision statements, 
which are very much in vogue today, often lack freshness and vitality. What is needed is an 
actual vision, reflecting genuineness and commitment. One of the roles of leaders in a learning 
organization is sharing vision. Leaders must be willing to share continually their own vision 
with others and ask them whether the vision is worthy of commitment. 

Attitude of Leaders 


Attitude can very well be defined as one of the major items of leadership. According to Rolls 
(1995), leaders owe people space, space in terms of freedom, and freedom in the sense of 
enabling one's gifts to be exercised, the need to give each other space to grow, to be oneself, to 
exercise one's diversity. Rolls (1995), while developing the transformational leadership model, 
shows that followership expectancy very well defines the attitude of leaders. 

Collaborative Efforts 


Brown and Duguid (1991) point to the roles of narration, collaboration, and social construction in 


learning, knowledge transfer, and interpretation of experience. And, here comes the need for: 
collaborative efforts. 


Shared Power 


In the emerging mindset, a definite shift from the industrial mindset, the term coined as metanoia 


37 


Business Studies—Vol : XXX, 2009 


(Senge, 1990), emphasizes on co-creating and participating rather than controlling through 
power. Sharing power is the most challenging role a leader plays while bringing this shift (Burke, 
2002). Rolls (1995) argues that shared power is one of the major leadership competencies in a 
learning organization. 

Type of Decision-making 


Type of decision-making is considered as an important ingredient of leadership style. In learning 
organization, loose structure, empowerment and fluid communication are considered as 
important requirements. Decision-making is a task of leaders and the type of decision-making 
reveals to what extent leaders are taking care of the above requirements. 

Emotional Intelligence 


The new interest in systems thinking reflects a growing recognition that people's ability to 
grasp how the world works is limited and they need to learn special analytical techniques to 
help decipher real world dynamics (Senge, 1990). Emotional intelligence has been identified as 
one of the capabilities of a leader. It is a social skill, according to Goleman (2000), which is 
instrumenta] in developing others. 


Goleman (2000) has shown the below-mentioned emotional skills of leaders which are 
indispensable to lead and they fall under the category of social awareness and social skill 
respectively. 

* Empathy: Skill at sensing other persons’ emotions, understanding their perspectives, and 
taking an active interest in their concerns 
* Developing others : the propensity to bolster the abilities of others through feedback and 
guidance 
Leadership Role 
According to Senge (1990), leadership role is one of the important ingredients of leadershi style. 

Leaders should play the role of instructor, coach, and mentor to guide people from 
performance appraisal, technophobia, control, and functions to performance management, 
application of technology, ernpowerment, and process. 

Personality Type of Leaders 


According to Senge (1990), the power of guiding ideas derives from the energy released when 
imagination and aspiration come together. Understanding this power has always been a hallmark 
of effective leaders. The promise of learning organization is that this power will become deeply 
and widely embedded in a way that rarely, if ever, happens in traditional authoritarian 
organizations. In this context, (Senge, 19902), says, achieving shifts in thinking, values, and 
behaviour among executives is not easy. The name of the game is giving up power. Even for 
enlightened executives, giving up power is difficult. The personality type of leaders reveals the 
traits of leaders and is considered as an important ingredient of leadership style. 
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Objectives of the Study 
This study is based on the concept of learning organization which essentially challenges the 
prevailing assumptions on which traditional organizations operate. There is a strong view that 
this idea has a long-term solution to the problem of organizational adaptation. 

The specific objectives of this study are stated below. 


+ to assess the presence and the extent-of a component of learning organization, i.e., leadership 
style, in the sample organizations on the basis of its certain characteristic features, 
¢ to assess the presence and the extent of the leverages/blockages in the sample organizations 
which affect positively/negatively the process of transition from a traditional organization 
to a learning organization, 
Research Methodology 
Sample Design 


The population for the study has been taken as the top 500 organizations in India in a list 
published in the Dalal Street Investment Journal (June, 2005). A sample of 10% (see Appendix C) 
is drawn from the said list by using the Random Number Tables (Stockton and Clark, 1971). 
Thus, the sample constitutes 50 such organizations. 

Data Sources 

Secondary Data. Sources 


The annual reports and information available in the websites of the sample organizations have 
been used to prepare the brief profiles of the sample organizations. 


Primary Data Sources 


The initial contact with 50 such sample organizations was established by using an Organization 
Overview Questionnaire (see Appendix A) through which the willing organizations provided 
relevant information relating to them and the contact details for their executives. The Human 
Resource (HR) representative of the organization concerned was contacted at the next stage. 
It was found that, 30 out of 50 such sample organizations had expressed their willingness to 
participate in this exercise. Final data were collected from 10 out of 30 such sample 
organizations, which provided the relevant data necessary for the study. Due to unwillingness 
on their part, identity of the said 30 sample organizations could not be disclosed. 


Selection of the Sample Executives 


The term ‘executive’ has not been defined in this study as it is the discretion of the concemed 
organization as to whom it refers to as its executives. For carrying out an intensive study, it 
was decided to administer a structured questionnaire (see Appendix B) among the executives of 
10 such sample organizations in and around Kolkata so that repeated communications could be 
made, if necessary. Representatives of the HR departments of the 10 such sample organizations 
supplied the lists of executives in and around Kolkata (7350 in number) from which a sample 
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of 735 executives (1094 of the executive population in each such sample organization) was 
drawn by using the Random Number Tables (Stockton and Clark, 1971). 


Table 1 : Selection of Sample Executives from 10 Sample Organizations 


Organization Executive No. of No. of Sample | Percentage of 
Manpower in Sample Executives Sample Executives 
Kolkata Executives| who provided | (approx.) who 

(approx.) complete provided complete 
information information 








































5 
7 


Source : Worked out on the basis of secondary data 


Data Collection 


Out of 735 sample executives of 10 such sample organizations, only 100 sample executives 
provided complete information by responding to all the items in the questionnaire. 

The reasons for non-availability of data are (i) scepticism of some sample executives, (ii) 
nature of information required to be provided was thought by some sample executives as 
confidential, (iii) busy schedule of some sample executives, and (iv) lack of understanding 
of the proper nature of the study on the part of some sample executives. 

The said 10 sample organizations have been divided into two broad categories, viz., 
manufacturing and service. 5 manufacturing organizations and 5 service organizations were 
finally considered for the purpose of this study. 


Scoring of the Items 

In 3-point scaled items, | represents most favourable response, 2 represents confusing response, 
and 3 represents most unfavourable response. In 4-point scaled items, 1 represents most 
favourable response, 2 represents moderately favourable response, 3 represents confusing 
response, and 4 represents most unfavourable response. In 5-point scaled items, 1 represents 
most favourable response, 2 represents moderately favourable response, 3 represents confusing 
response, 4 represents moderately unfavourable response, and 5 represents most unfavourable 
response. 
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Hypothesis of the Study 

Leadership style is better in the service organizations than in the manufacturing organizations. 
Results 

Results of the scores tabulated have been worked out in three parts. 


e First, the correlation of each item with the leadership style as a whole is seen to appreciate 
how strong the relationship of each such itern of leadership style is with the leadership 
style as a whole (content validity). 

+ Then test of significance is carried out by taking into consideration both the top 30% (high- 
scoring) sample executives and the bottom 30% (low-scoring) sample executives. The t- 
value of each such item indicates that the items can be considered for further investigation. 

* The final part of the result considers the difference in terms of mean between the 
manufacturing category and the service category with respect to each such item. 


Table 2 : Correlation between each Leadership Style Item and Leadership Style 


Items Serial No. Coefficient of correlation (r) 
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Source : Computed on the basis of the primary data 


The coefficients of correlation have been observed to range between 0.56 to 0.75 and show 
moderately high to high degree of correlation. 

The leadership style in case of both the service category and the manufacturing category, 
as per the results, has crossed the neutral score (23.5), implying a negative approach of the 
sample organizations in terms of leadership style. The score of the manufacturing category is 
26.91 and the service category is 25.02, showing a negligible difference of 1.89 only. It, 
therefore, implies that there is huge scope for betterment in case of both the categories and 
they are still far from the ideal situation (score /2) but they are not absolutely ignorant about the 
importance of leadership style (score 47). Therefore, statistically, the hypothesis (i.e., leadership 
style is better in the service organizations than in the manufacturing organizations) is validated. 
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Item-wise Analysis 


* 


- 


* 


* 


* 


- 


Item 1 reflects shared vision. The manufacturing category shows that the visions are not 
always shared in reality (score 2.00), whereas the service category shows a positive trend 
in terms of sharing vision (score 1.41). 


Item 2 also reflects shared vision. But it has been observed that the manufacturing category 
does share visions in limited situations (score 1.69) and the service category has reached 
almost an ideal position (score 1.08). 

Item 3 reflects attitude of leaders. The scores of both the manufacturing category and 
the service category imply that the attitude of leaders in the Indian organizations is still 
traditional and far behind the ideal position for becoming a learning organization. The 
scores for the manufacturing and service categories are 2.50 and 2.08 respectively. 
Item 4 reflects collaborative efforts. The scores of both the categories lie in between 
moderately favourable response to confused response (manufacturing category: 2.23/ 
Service category: 2.41). The scores reveal that there is a mixed approach about collaborative 
efforts in case of both the categories. 

Item 5 reflects shared power. The score of the manufacturing category lies in between 
moderately favourable response to confused response (2.69), whereas the score of the 
service category crosses the state of confusion and slowly proceeds towards moderately 
unfavourable response (3.08). The scores imply that the executives in the Service category 
do not always believe in sharing power. 

Item 6 reflects type of decision-making. The score of the manufacturing category (2.02) 
shows that decisions are mostly taken through mutual discussions and highly decentralized 
decision-making has not yet been implemented. The score of the service category (/.89), 
however, does not imply a sound position but surely indicates a slightly better position 
than the manufacturing category. 

Item 7a reflects attitude of leaders. It has been observed that the service category has a 
positive attitude (almost ideal) towards employees' competence (score 1.08), whereas the 
manufacturing category is slowly moving towards a perfect condition (score 1.42). 
Item 7b represents leadership role. Yt has been observed that the role of leaders in retaining 
employees in the service category is a negative one (score 3.08). The manufacturing 
category is just a bit ahead (score 2.96). 

Item 7c reflects shared vision. The service category is more or less in a right track in 
terms of sharing vision (score 2.04), though they have not achieved the ideal position. The 
manufacturing category, on the other hand, is not far behind the service category (score 
2.53). 


Item 7d reflects emotional intelligence (EQ). The service category shows that the leaders do 
have a greater EQ (score 1.87) than the leaders of the manufacturing category (score 2.31). 
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Table 3 : Leadership Style in Manufacturing Organizations and Service Organizations 






2. It is not always necessary to communicate 
to the middle-order or the lower-order 
employees about the nature of and 
the need for change. (3-point scale) 


3. Too much autonomy for implementing 
change leads to chaos and internal 
conflict. (3-point scale) 
4. The attitude of workforce when a 
completely new and relatively complex 
project is taken (5-point scale) 
5. Role of the top management in case of 
application of employees’ knowledge 
while doing a non-routine/complex job 
(5-point scale) 


6. Decisions regarding a change in the 
business plan that affects a particular? 
local market (3-point scale) 2.02 0.77 1.89 0.73 130.00 
7a. People do not possess adequate skills. 
7b. People are not definite about their future 
7c. People do not adequately understand 
why there is change and exactly what 
is changing. (5-point scale) 2.53 1.15 2.04 0.93 37.69 
7d. People do not enjoy changing the 
way of doing things. (4-point scale) 24 0.82 1.87 141.67 
8. There is a need for change of roles on a 
regular basis at all levels. (4-point scale) 1.54 1.79 0.70 


9. The interests of certain groups usually 
3.00 1.30 3.16 16.70 


affect the process of change. 


(5-point scale) 
Leadership Style as a whole 

*Table Value (with 60 d.f.) at the 1% level of significance is + 2.660, indicating that all the items are 

significant. 30% of the high-scoring sample executives and 30% of the low-scoring sample executives 

have been taken into account. 






























































Source : Worked out on the basis of the primary data 
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¢ Item 8 reflects personality type of leaders. Both the categories represent moderately 
favourable response revealing the positive personality type of leaders. The score of the 
Manufacturing category is 1.54 and the score of the Service category is 1.79. 

+ Item 9 reflects leadership role. The role of leaders in resolving conflict, at the time of 
change, in both the categories is not encouraging. [t has been observed that the leaders 
are really confused about how to deal with internal conflict. The score of the Manufacturing 
category is 3.00 and the score of the Service category is 3.16. 


Conclusion 

So far as the leadership style component of learning organization is concerned, attitude of 
leaders and sharing power are showing a negative bend in the large Indian organizations 
(irrespective of the manufacturing category or the service category). The role of leaders in 
resolving conflict, at the time of change, in case of both the categories (i.e., Manufacturing 
and Service), is not encouraging. However, the service category shows a positive approach 
in terms of sharing vision, emotional intelligence, and collaborative efforts. 
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Appendix A 


Organization Overview Questionnaire 

Name of the Organization 

Head Office Address 

Tel./Fax/e-mail id 

Nature of Business: 
Sector Public/Private/Joint 
Operation Local/National/Multinational/Global 

Capital Employed 

Revenue 

Return on Investment 

Manpower Employed 


Appendix B 
Questionnaire 
Part A 
Respondent’s Profile: 
Name : : 
Designation : 
Age: 
Qualification(s) : (1) Academic 
(2) Professional 


Level in the organization : | Senior | Middle 


Length of service in the present organization 
at the present level : 


Length of service in other organizations 
at the present level : 


Nature of job(s) : 
The range of compensation (Rs. in lakh) per annum : 


4 to below 6 6 to below 8 | 8 to below 9 9 to below 10 
55 
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Part B 


1. Working as a team is not always important. 


2. It is not always necessary to communicate to the middle-order or the lower-order employees 
about the nature of and need for change. 


3. Too much autonomy for implementing change leads to chaos and internal conflict. 


4. Attitude of the workforce when a completely new and relatively complex project is taken. 


Total Resistance | Slowly coming | Gives Conditions| Accepts in an |Total Commitment 
to terms for acceptance Indifferent Way 


5. Role of the top management in case of application of employees' knowledge while doing 
a non-routine/complex job? 














Please rank the statements below in order of importance. 


The top management allows application of knowledge irrespective of the level of 
the employee concerned. 


ii, The top management goes through the past records of the employee concerned to 
see whether she/he really deserves this opportunity. 


iii. The top management encourages application of knowledge irrespective of the level 
and experience of the employee. 


iv. The top management tests the knowledge through simulated events and then gives 
her/him the opportunity to apply the knowledge. 


v. The top management follows the feedback from the higher levels to assess the 
employee's proper capabilities. 


6. Decisions regarding a change in the business plan that affects a particular local market 


Highly centralized manner | Through mutual discussion | Highly decentralized manner 


7. How does the top management deal with the following aspects or situations? 
„e A) People do not possess adequate skills. 
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e B) People are not definite about their future in the organization. 
Please rank the statements below in order of importance. 


i. They are formally communicated. 


ii. They are informally communicated. 
iii. The immediate boss holds informal meetings with them to discuss the issues. 
iv. There is a platform for all the employees to interact with the top management. 





* C) People do not adequately understand why there is change and exactly what is changing. 
Please rank the statements below in order of importance. 
They do not have to know everything that is going on within the organization. 
ii. They should know what is changing, if only it affects their own job structure. 


iii. They should know about the change, if it is happening in the division(s)/ 
department(s) which is/are associated with their own division/department. 


iv. Irrespective of the above conditions, people should know about the change. 


The top management follows certain mechanisms to make people aware of the 
change so that they can adapt to it better. 





* D) People do not enjoy changing the way of doing things. 
Please rank the statements below in order of importance. 
The top management allows them doing things in the same way. 
ii. The top management tries to make them understand why change is necessary. 


iii. The top management has informal ways to motivate them. 


iv. There are some well-developed techniques which the top management follows to 
change people's behaviour. 





8. There is a need for change of roles on a regular basis at all levels. 


Not always necessary |At times it is necessary 


9. The interests of certain groups usually affect the process of change. 
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Appendix C 
-ist of 50 organizations 


Name NSE Rank 
1. Oil & Natural Gas Corporation 1 
2. Tata Motors 11 
3. Housing Development Finance Corporation 13 
4. Hero Honda Motors 15 
5. Punjab National Bank 23 
6. Nestle India 27 
7. Indian Petrochemicals Industries 4l 
8. Asian Paints 44 
9. Reliance Energy 45 
10. Tata Chemicals 50 
1l. NTPC 52 
12. Sun Pharmaceutical Industry 55 
13. Indian Hotels Company 60 
14. Dr Reddy's Laboratories 65 
15. Britannia Industries 66 
16. UTI Bank 72 
17. Tata Tea 74 
18. Hindalco Industries 79 
19. Castrol India 82 
20. Videocon Industries 89 
21. Bharat Petroleum Corporation 92 
22. Bharat Forge 97 
23. Procter & Gamble Hygiene & Healthcare 99 
24. LIC Housing Finance 102 
25. Engineers India 104 
26. Glaxo Smithkline Consumer Health Care 106 
27. Marico 109 
28. Dabur India 15 
29. IDBI 129 


30. 
31. 
3. 
33. 
34. 
35. 
36. 
37. 
38. 
39. 
40. 
A1. 
42. 
43. 
44. 
45. 
46. 
47. 
48. 
49. 


50. 
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Patni Computer Systems 
GTL 

Kesoram Industries 
Merck 

Indiabulls Financial Services 
Gokaldas Exports 

Shree Cements 

United Phosphorus 
Hinduja TMT 

Alok Industries 

Petronet LNG 

Kotak Mahindra Bank 
NIIT Technologies 
Forbes Gokak 

Emami 

Hindustasn Copper 
Aarti Industries 

Bajaj Auto Finance 
CCL Products India 
Upper Ganges Sugar Industries 
. S Kumars isationwide 
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137 
144 
159 
180 
196 
202 
218 
230 
241 
255 
277 
285 
287 
294 
313 
388 
367 
381 
389 
395 
397 
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Abstract : This paper studies the overall as well as industry-wise trend in dividend pattern of Indian 
firms. It examines the effect of firm's growth, profitability, investment opportunities and indebtedness 
on dividend payout. It also gives the forecasting of growth pattem of DPS in different sectors. Seventy 
firms of BSE-100 listed firms during the period 1996-97 to 2006-07 are selected for the study. Further 
these seventy firms are divided into three broad sectors: manufacturing sector, banking sector and other 
services sector to have clear picture of industries of BSE listed firms. 


Key-words : Dividend; BSE-100 listed firms; Indian Stock Market; indebtedness; profitability; investment 
opportunities. 


1, Introduction 

Each operating enterprise is interested in running a profitable business. This might be achieved 
only by exploiting different factors of complex nature. Dividend among other factors can be 
regarded as a cause of variation in firm value. Dividend are payments made by a company to 
its shareholders. Dividend are those cash distribution that companies may pay out regularly to 
shareholders from earnings, sending a clear and powerful message about future prospects and 
performance. A company’s willingness and ability to pay steady dividend overtime and its power 
to increase them provide good clues about its fundamentals. Discretely introduced strategy 
regarding dividend may contribute significantly to the firm value. Dividend is one of the most 
important financial policies not only from the viewpoint of the company, but also from that 
of the stakeholders. Like for investors, dividends whether declared today or accumulated and 
provided at a later date-are not only a means of regular income, but also an important input 
in valuation of a firm. Lenders may also have interest in the amount of dividend a firm declares, 
as more the dividend paid less would be the amount available for servicing and redemption of 
their claims. Similarly, managers’ flexibility to invest in projects is also dependant on the amount 
of dividend that they can offer to shareholders as more dividends may mean lesser funds 
available for investment. In the process of running business, managers have always kept in 
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mind that the dividend decisions impact their firm's shares. Share price is critical determinant 
of shareholders wealth. So, manager’s dividend decisions affect common share price and 
therefore, the wealth of shareholders. 


Before corporation were required by law to disclose financial information in 1930's, a 
company's ability to pay dividend was one of the signs to its financial health. Despite the 
Securities and Exchange Act of 1934 and the increased transparency it brought to the industry, 
dividends still remain a worthwhile yardstick of a company's prospect. Dividends are referred 
as reward for providing finances to a firm as without any dividend payout, shares would not have 
any value. For a company, it is a pivotal policy around which other financial policies rotate. 
All the corporate finance is built on three principles, which we title, as the investment principle, 
the financing principle and the dividend policy. The investment principle determines where 
businesses invest their resources, the financing principle governs the mix of funding used to fund 
these investment and the dividend principle answers the question of how much earnings should 
be reinvested back into the business and how much returned to the owners of the business. 
Company inter-alias the three decisions pertaining to investment, financing and dividends 
simultaneously as these three decisions are interrelated. Dividend policy decision influences 
the financing decision of the firm through retained earnings. Financing decision would relate to 
the amount of funds to be raised from external sources as the investment needs of a firm can be 
fulfilled by a combination of retained earnings and external financing. Therefore, higher the 
amount of retained earnings, given the investment needs, lower will be the need for external 
finance and vice-versa. Value of the corporate securities depends to a great extent on dividend 
and, therefore, in deciding upon the financial structure of a company dividend has to be assigned 
due weightage. 

So, a thorough exploratory study on dividend and value of the firm is beneficial to the 
company, shareholders, government and the economy as a whole, since the business is expanding 
by leaps and bounds. Thus present study is undertaken to analyze the trend of dividend in 
context of Indian firms, relation of dividend with other important variables of the firm. 

2. Literature review 

Linter (1956) observed that dividend policy is important to managers and that the market reacts 
positively to dividend increase announcements and negatively to decreases. Gorden (1959) in his 
seminal work proposed that even in presence of perfect capital market, the existence of 
uncertainty about the future cash flow, suffice to make the price of shares depended upon the 
dividend policy. Fama and Babiak (1968) explored that the firms, a prior, set their target dividend 
level and try to stick to it. Fama (1974) provided empirical relationship between the dividend 
and investment decision of the firms. Black and Scholes (1974) tested the effect of dividend 
yield on the stock returns, after dividend announcement. Black (1976) tried to answer the 
dividend puzzle. Miller and Scholes (1982) re-examined whether shareholders with high 
dividend yield receive higher risk adjusted rate of return. Miller and Rock (1985) extended 


7" 


Business Studies—Vol : XXX, 2009 


the standard finance model of the firms dividend by allowing the firms manager ‘insider’ to 
know more about the firm’s financial health than ‘outside’ investors. They explored that a 
consistent signaling equilibrium exists under asymmetric information. Jensen (1986) studied 
thal in presence of free cash flows, the firms pay dividends or retire their debts to reduce 
the agency cost of free cash flow. Healy and Palepu (1988) investigated whether dividend policy 
changes convey information about the future earnings substantiated by cash. They found that 
investors interpret announcements of dividend initiations and omissions as manager’s forecast 
of future earnings changes. Lang and Litzenberger (1989) explored the cash flow signaling 
and free cash flow explanation of the impact of dividend announcements on stock prices. 
Brennan and Thakor (1990) developed a theory of choice for distribution of cash from firm 
to shareholders. They showed that a majority of a firm’s shareholders may support a dividend 
payment for small distribution, despite the preferential tax treatment of capital gains for 
individual investors. For larger distributions as open market stock re-purchase, and for the largest 
distributions tender offer re-purchases is likely to be preferred by a majority of shareholders. 
Jensen et al. (1992) investigated the determinant of cross-sectional differences in insider 
ownership, debt and dividend policy. The authors found that firms with higher insider ownership 
chooses lower level of debt and dividends. Kevin (1992) concluded in his study that dividend 
stability is primary determinant of payout while profitability is only of secondary importance. 
Mishra and Narender (1996) found support for the Linter's model. Han et al. (1999) tested 
the agency cost based hypothesis, which predicts dividend payout to be inversely related to 
the degree of institutional ownership and the tax based hypothesis, predicting the dividends 
1o be positively related with institutional ownership. They provided support for the tax-based 
hypothesis, suggesting a ‘dividend clientele’ for the institution’s preference for higher dividends. 
Narasimham and Vijayalakshmi (2002) analyzed the influence of ownership structure on 
dividend payout. Gugler and Yurtoglu (2003) found large shareholding of the largest owner 
reduces the dividends payout ratio, while shareholding by the second larger owner increases it. 
Manos (2003) found government ownership, insider ownership, debt, risk and growth 
opportunities have a negative impact on dividend payout ratio, whereas institutional ownership, 
foreign ownership and dispersed ownership have a positive impact on the payout ratio. Omet 
(2004) showed that firms follow stable dividend policies. Furthermore the results gave the 
indication that the tax imposition on dividend did not have the significant impact on the dividend 
behaviour of the listed firms. Eriotis (2005) found that firms have a general dividend policy 
to distribute, each year dividend according to their target payout ratio, which is distributed 
earnings and size of the firm. Amidu and Abor (2006), conducted the study on determinants 
of dividend policy. The final conclusion of article is that dividend payout policy decision of 
firms are influenced by profitability, cash flow position, and growth scenario and investment 
opportunities of the firms. Baker et al. (2007) concluded that the most important factor for 
determinants of dividend is level of expected future earnings, stable earnings, pattern of past 
dividends and the level of current earnings. 
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3. Objective and Methodology 


This study emphasize on one of the principle of corporate finance-dividend principle. Although 
dividend is not a new area of research, il is still attracting the attention of many researchers, 
it remains one of the most interesting and puzzling topics in modern corporate finance. The topic 
of dividend remains one of the most controversial issues in corporate finance. For more than 
half a century financia] economists are engaged in modelling and examining corporate payout 
policy. Long ago Black (1976) stated that, “The harder we look at the dividend picture, the more 
it seems like a puzzle, with pieces that don't fit together". Since then a vast amount of literature 
has been produced examining dividend. Recently, however, Frankfurter and Wood (2002) 
concluded same as Black (1976) that: The dividend "puzzle," both as a share value enhancing 
feature and as a matter of policy, is one of the most challenging topics of modern finance or 
financial economics. Also Allen et al. (2000) summarized the current consensus view when they 
concluded “Although a number of theories have been put forward in the literature to explain 
their pervasive presence, dividends remain one of the thorniest puzzles in corporate finance". 


Different authors have used different combinations of variables for explaining the dividend 
behaviour. Besides, there are different approaches to the decision involving distribution versus 
retention of net profit after taxes. The present study aims at identifying the factors or variables 
influencing corporate dividend policy significantly with reference to BSE listed firms. 
Therefore, more specifically the objectives of this study are as follows:— 

* To study the trends in the dividend pattern of Indian firms. 

* To analyze industry-wise dividend payment pattern. 

* To analyze the influence of firm characteristics such as profitability, growth, indebtedness 
and investment opportunity on the dividend. 

The study is exploratory, casual and empirical in nature. It is based on information available 
from the BSE-100 firms’ data during the period 1996-97 to 2006-07. For our study the data 
primarily obtained from the corporate database (PROWESS) maintained by CMIE, the Center 
for Monitoring the Indian Economy. We restrict our analysis to firms which have no missing 
data which may be difficult to account for. Thus our study consists of data of 70 firms constituting 
BSE-100. For further analysis total observed firms are segregated into different sectors. Three 
broad sectors viz. Manufacturing sector, Banking sector and Other Services sector constitutes 
46, 09 and 15 firms respectively. We confine our analysis to BSE listed firms only because all 
the listed firms are required to follow the norms set by SEBI for announcing the financial 
accounts. It is also observed that BSE listed firms dominate Indian Stock Market and they 
represent different industrial sectors. To analyse the data different statistical techniques (viz. 
descriptive statistics, multiple regression analysis, trend analysis, forecasting etc.) and some 
financial techniques (ratio analysis) are used. The analysis of data is done through SPSS package. 


4, Determinants of Dividend Payout 
Firm’s specific attributes that affect dividend payout are mentioned below: 


73 


Business Studies—Vol : XXX, 2009 


Indebtedness 


The financial structure of a firm consists of both debt and equity financing. When a firm acquires 
debt financing it commits itself to fixed financial charges embodied in interest payments and 
the principal amount, and failure to meet these obligations may lead the firm into liquidation. 
The risk associated with high degrees of financial leverage may therefore result in low dividend 
payments because, firms need to maintain their internal cash flow to pay their obligations rather 
than distributing the cash to shareholders. In addition, some debt covenants have restrictions on 
dividend payments, because creditors want to secure their debt and avoid being expropriated 
by shareholders. Furthermore, as argued by Jensen (1986), debt can serve as a substitute device 
for dividends in reducing the agency costs of free cash flow. That is, when a firm obtains debt, 
it makes a fixed commitment to creditors, which reduces the discretionary funds available to 
managers and subjects them to the scrutiny of debt-suppliers. This suggests that, highly levered 
firms are expected to have low dividend payouts. To examine the extent to which indebtness 
(INDEBT) can influence dividend payouts, the study used ratio of total borrowings to total 
assets. 

Firm Growth and Investment Opportunities 


The relationship between investment and dividend policies can be seen from two perspectives. 
Firstly, by paying dividends a firm is forgoing a relatively cheap source of financing, i.e. retained 
earnings, as compared to debt and new equity issues. Secondly, dividend payments reduce the 
firm's available funds for investment activities. In other words, dividends and investments are 
competing for limited and low-cost internal funds This suggests that in imperfect capital markets 
there may be a link between dividends and investments. Intuitively, firms with high growth 
and investment opportunities will need the internally generated funds to finance those 
investments, and thus tend to pay little or no dividends. In contrast, firms with slow growth 
and fewer investment opportunities are likely to pay more dividends. Note that this prediction 
is consistent with the free cash flow hypothesis. The proxies for growth (FGR) and investment 
opportunities (INVOPP) are growth of total assets and RD investment to total assets. 
Profitability 

The decision to pay dividends starts with profits. Therefore, it is logical to consider profitability 
as a threshold factor, and the level of profitability as one of the most important factors that may 
influence firms’ dividend decisions. The theory suggests that dividends are usually paid out of 
the annua! profits, which represents the ability of the firm to pay dividends. Thus, firms incurring 
losses are unlikely to pay dividends. This statement might be demonstrated by the following 
quote “An annual loss is essentially a necessary condition for dividend reductions in NYSE firms 
with established earnings and dividend record" (DeAngelo et.al 1992). Aivazian et al. (2003) 
in their study of the dividend policy of emerging market firms and US firms demonstrated that 
profitability has a significant impact on dividend payouts for both samples. Recall that thé 
pecking order hypothesis suggests that firms finance investments first with the internal finance, 
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and if external financing is necessary, firms prefer to issue debt before issuing equity to reduce 
the costs of information asymmetry and other transactions costs (Myers 1984, and Myers and 
Majluf, 1984). This financing hierarchy thesis might also have an effect on the dividend decision. 
That is, taking into account the costs of issuing debt and equity financing, less profitable firms 
will not find it optimal to pay dividends, ceteris paribus. On the other hand, highly profitable 
firms are more able to pay dividends and to generate internal funds (retained earnings) to finance 
investments. Therefore, the pecking order hypothesis may provide an explanation for the 
relationship between profitability and dividends. To test this hypothesis, profits before interest 
and tax divided by total assets is used as a measure of a firm's profitability (PROFIT). 

5. Variables and Models 

For attaining the objectives of the study the following eight variables are identified from 
extensive literature review. 


i) Dividend per share (DPS) for the firm j in year t is calculated as 


DPS; Amount of dividend paid by firm jin year t 
an 

: Paid - up equity capital for firm jin year t 

ii) Dividend payout ratio (DPR) for the firm j in year t is computed as 


Dividend per share for firm j in year t 


DPR jx = i 
d Earning per share for firm j in year t 


iii) Average Dividend (ADIV) in year t is computed as 


Total dividend paid by the firms in year t 


V= 
ADIN Total number of firms in year t 


iv) Average Profit After Tax (APAT) in year t is computed as 


Total profit after tax of the firms in year t 
Total number of firms in year t 





APAT: = 


v) Firm Growth Rate(FGR) for firm j in year t is computed as 


TA je- TA jti 
FGR ;, = —— 
5 TA ji ” 
where 
TA = Total assets of firm j in year t 


t 
vi) Investment opportunities (INVOPP) for the firm j in year t is computed as 
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INVOPP j= Total investment in research and development of firm j in year t 
Total assets of firm jin year t 


vii)Profitability (PROFIT) for firm j in year t is computed as 


PROFIT jı = Profits before interest and tax of firm jin yeart 
Total assets of firm jin year t 


viii) Indebtness(INDEBT) for firm j in year t is computed as 


INDEBT i: = Total borrowings of firm jin year t 

Total assets of firm jin year t 

The eight explanatory variables defined above of seventy firms constituting the BSE-100 
firms drawn from Prowess database are analyzed. The muliple regression analysis of data is done 
through SPSS package. Graphs, descriptive statistics, Correlation,analysis of variances and 
forcasting techniques are used for analysis of data. To analyse the trends in dividend payment 
pattern of BSE listed companies DPS, ADIV, APAT are computed for the period 1996-97 to 
2006-07.Graphs are used for analyzing trend of overall DPS as well as industry-wise. Correlation 
matrix is computed to establish a meaningful relationship between the various explanatory 
variables. Multiple regression model has been used to test the theoretical relation between 
the dividend payout and different characteristics of the firm which is as follows : 

DPR = by + b, (FGR) + b; (INVOPP) + b, (PROFIT) + b, (INDEBT), 

where 

by = constant term or intercept of the model 

b, = i-th partial regression coefficient, i = 1,2,3,4 

Backward Stepwise Regression is further applied on the same set of four independent 
variables to identify most important explanatory variables. 


6. Data Anaylsis and Findings 


6.1 Trends in Dividends 

In this section we will study overall trend of dividend as well as industry-wise. In the first 
step, for analyzing the overall trend in dividends DPS, APAT, ADIV of seventy firms from 
BSE-100 firms during 1996-97 to 2006-07 are studied in Table 1. Line graphs are used to 
get a clear picture of dividend trend in Indian context. The ADIV have steadily increased from 
Rs. 58.088 crore in 1996-97 to Rs. 469.811 crore in 2006-07 (Table 1). Dividend payments 
have exhibited an increasing smooth trend in the Indian context (Figure 1). Further compared to 
APAT, it is observed that average dividend payments has increased 28.44% in 2006-07 from 
1996-97 where average profit after tax has increased only 24.93% in last ten years. 
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Table 1 : Trend in Dividends, APAT, DPS during 1996-1997 to 2006-2007 


` Year APAT ADIV DPS 
(Rs Crore) (Rs Crore) (Rs) 


1996-97 280.6144 58.0884 
1997-98 337.4463 66.7690 
1998-99 330.2707 86.7690 
1999-00 389.4411 98.9399 
2000-01 493.71 144.4767 
2001-02 532.0613 188.6651 
2002-03 759.0979 243.7233 
2003-04 954.4377 288.6226 
2004-05 1178.747 352.9657 
2005-06 1287.391 397.5551 
2006-07 1744.411 469.8110 


Figure 1:Trend in ADIV and APAT during 1996-97 to 
2006-2007 
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Figure 2 :Trend in OveraW DPS during 1996-97 to 
2006-07 


OPStIn Rs) 








Figure 2 shows the trend of overall DPS during 1996-97 to 2006-07. Overall DPS has shown 
a growth before reaching the peak in 2003-04 after that a sharpfall in DPS in 2004-05 is 
observed. It regained in the year 2005-06. However, this does not reveal a clear trend in DPS 
industry-wise in the market. So, seventy firms are divided into three sectors : Manufacturing 
sector constitutes 46 firms, Banking sector constitutes 09 firms, Other Services sector constitutes 
15 firms. Table 2 provides dividend per share (DPS) of different sectors during the period 1996- 
97 to 2006-07. Trends in each industry group are depicted in Figure 3 and Table 2. Industry- 
wise DPS shows that firms in the other services sector paid more DPS compared to other sectors 
though its DPS fluctuates. Manufacturing firms showed consistently growth in DPS which is 
followed by banking sector firms. 


Table 2 : Trend of DPS in different sectors from 1996-97 to 2006-07 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 


2001-02 
2002-03 
2003-04 
2004-05 
2005-06 
2006-07 
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6.2 Descriptive Statistics of DPS in Different Sectors 


Table 3, Table 4 and Table 5 show different descriptive statistics of DPS different sectors 
during 1996-97 to 2006-07. Service sector firms DPS are volatile as they have higher 
levelofdeviation during the study period. Where as Banking sector firms are more stable than 
Manufacturing sector firms as coefficient of variation is lower than latter. Service sector large 
dispersion projects how much the return on funds is deviating from the expected normal return. 
Thus investor willing to avoid risk would prefer to invest in Banking sector. In addition, it is 
found that all the sectors have positive skewness indicating a distribution with asymmetric tail 
extending towards more positive values. For investors, positive skewness would mean frequent 
small negative outcome may be there but extreme bad scenario are not as likely. So it is observed 
that BSE-100 listed firms are safer to invest for regular return as greater chance of negative 
outcome is not expected. When analysing historical results kurtosis test the level of risk. If past 
data results in platykurtic distribution, as in Banking sector, investor will expect more volatility 
in future return. If past data yields a leptokurtic, as in Manufacturing sector, will expect 
relatively low amount of variation because return values are usually close to the mean. So, 
investors who wish to avoid large, erratic swing in DPS may wish to structure their investment 
to produce a leptokurtic distribution i.e in Manufacturing sector. 


Figure 3 : Trend of DPS in Different Sectors during 
1996-97 to 2006-07 


— Manufacturing Sector 
-- Banking Sector 
—— Other Services Sector 


v 
a 
E£ 
[7] 
t 
a 
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Tabie-3 : Descriptive Statistics of DPS in Manufacturing Sector from 1996-97 to 2006-07 


1997-98 . : . . $ . 73.4009 
1998-99 i i x . : 4 82.3879 
1999-00 . . . . i 12.8003 95.1195 
2000-01 í . . . E 13.9687 101.1713 
2001-02 - i . . 4 22.2266 169.8417 
2002-03 . . E : E 16.1438 146.8333 
2003-04 . . , 2 E 16.6414 139.5721 
2004-05 . A - E E 17.2105 117.3729 
2005-06 . s i d 13.7188 112.4867 
2006-07 y “i d 2 A 9.4144 90.5289 


78.0266 

68.7464 

1998-99 i E . ` | 65.8389 
1999-00 . . . . E ` 78.4079 
2000-01 . k . . E $ 57.4163 
2001-02 . . . . . - 61.2797 
2002-03 . r . a . 61.9221 
2003-04 j a . . 5 : 61.2637 
2004-05 5 $ x . : : 69.7772 
2005-06 . E s $ -i . 71.3074 


2006-07 i s . . f E 68.7500 


56.7068 
1997-98 > . . $ $ . 52.6828 


1998-99 A 3 . . | E 53.2582 

1999-00 l 5 , j. . i 84.1653 

2000-01 . E . P / - 137.6605 
2001-02 $ . . , : 164.7394 
2002-03 . i . P . 12.4092 137.5979 
2003-04 . 25.8842 . k . 6.2544 190.4802 
2004-05 . 13.7494 , . 3. 12.9321 177.1985 
2005-06 ; 11.1401 . i . 3.7277 141.0244 
2006-07 l 6.5995 : Er . 6.5913 104.0632 
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Figure 4 : Box Plot of DPS for Different Sectors 








BANKING. MANUFACT SERVICES. 

From the above figure maximum variation in DPS is observed in Service sector. Whereas 
it is observed that Banking sector firms are most stable sector as volatility in DPS is least 
compared to others sectors. Thus investors who want regular income from their investment 
would first prefer Banking sector firms as these firms are safer to invest than in Manufacturing 
sector firms and Service sector firms. 


6.3 Factors Influencing Dividend Decisions 

Tn this section the dependence of study variables INVOPP, PROFIT, FGR, INDEBT, DPR on 
dividend payout of the firm, are estimated through multiple regression analysis. Table 7 shows 
the data on different variables during 1996-97 to 2006-07. 


Table-7 : Variables’ Values from 1996-97 to 2006-07 
[vean | mvorr | PROFIT | rca | moer | DPR 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 


2001-02 
2002-03 
2003-04 
2004-05 
2005-06 
2006-07 





The SPSS output are given below 
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Model Summary 


Adjusted R Std. Error of 
Square the Estimate 


a Predictors: (Constant), INVOPP, FGR, INDEBT, PROFIT 
ANOVA(b) 


[ Model [Sim of Squares [af [Mense [ | Se [ — —] 

ri Ree — [me |o a pom pomme | me | 

| | | Residual -000 

[s — "p 
a. Predictors : (Constant), INVOPP, FGR, INDEBT, PROFIT 
b. Dependent Variable: DPR 















Coefficients(a) 


Unstandardized Standardized 
Coefficients Coefficients 
e f__f 3 Se Prov LE | 


Constant 


FGR 
INDEBT 
PROFIT 
INVOPP 





a Dependent Variable: DPR 
Hence the regression equation is 
DPR = 0.088 - 0.053(FGR) - 3.652(INVOPP) + 0.862(PROFIT) - 0.498(INDEBT) 


From the value of R square (0.922),it is clear that the model is well fitted ( F = 17.706, 
p-value = 0.002) with confidence level of 99.8%. Since the sample size is moderate over 
here Adjusted R square will be more appropriate. Adjusted R square depicts that 87% 
of the variation in dividend payout is explained by FGR, INVOPP, PROFIT, INDEBT. From 
the above regression equation, it can be inferred that if profitability increased by lunit, dividend 
payout is estimated to increase by 0.862 unit, assuming all other variables to be constant. 
Profitability have positive coefficient in the regression, which indicates its direct relationship 
with dividend payout. The negative coefficient of firm growth, investment opportunities, and 
indebtness indicates that the higher firm growth, investment opportunities, and indebtness will 
have negative impact on dividend payout. 
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As another alternative Backward Stepwise Regression on the same set of four independent 
variables is applied. The procedures starts with all four variables in the model and gradually 
eliminates those, one after another, which do not explain much of the variation in dividend payout 
until it ends with an optimal mix of independent variables according to pre-set criteria for the 
exist of variables. This results in the model with only two independent variables-indebtness, 
profitability remaining in the model. The step wise regression equations are shown below 

DPR = 0.088 — 0.053(FGR) — 3.652(INVOPP) + 0.862(PROFIT) — 0.498(INDEBT) 

DPR = 0.069 — 0.027(FGR) + 0.702(PROFIT) — 0.45(INDEBT) 

DPR = 0.072 + 0.652 (PROFIT) — 0.459(INDEBT) 

The R square value of the model has dropped down 91.2% with a confidence level of 100%. 
Implies that alone indebtness, profitability can explain 91.296 of variation in dividend payout. 


6.4. Forcasting of DPS in Different Sector 


Table-8 : Prediction of DPS in different sectors 


Other 
Services 


(pred) 


1.0700 


[rass 
[oss 


1.4399 


2003-04 3.8068 1.2481 1.2916 
1.5072 1.5367 





Table 8 depicts forecasting of growth pattern of DPS in different sectors. For the forecasting, 
DPS the Holt’s (1957) linear exponential smoothing model is used. It is observed from above 
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table that it is difficult for investor to predict DPS in other service sector firms. Whereas in case 
of banking sector firms and manufacturing sector firms DPS prediction is possible for investor. 


7. Remark 


The present study examines the dividend behaviour of selected BSE-100 firms over the period 
1996-97 to 2006-07. Trends indicate that the firms paid dividend during the study period has 
Shown an upward trend. Thus confidence of small investors increased in the market during 
the study period. It should not come as a surprise that earnings and dividends are positively 
correlated over time, because dividends are paid out of earnings. Dividend changes follow 
earnings changes over time. Analysis of industry-wise dividend per share shows that firms in the 
Other services sector paid more dividend per share compared to other sectors though ils 
fluctuates. Manufacturing firms showed consistently growth in dividend per share, which is 
followed by banking sector firms. 


This paper develops a regression model to explain dividend payout ratios of firms. Several 
variables employed the literature are utilized as possible determinants of dividend payout. The 
main conclusion of the paper is that a firm's dividend payout will depend upon its indebtness, 
growth, investment opportunities, profitability. Moreover, the relationship is inverse in all cases 
except profitability. Based on the empirical! findings it can be concluded that firstly the risk 
associated with high borrowing result in low dividend payments because firms need to maintain 
their internal cash flow to pay their obligations rather than distributing the cash to shareholders. 
Agrawal and Jayaraman (1994) found that payout ratios for all-equity firms are significantly 
larger than levered firms. Secondly, this suggests that firms with high growth and investment 
opportunities will need the internally generated funds to finance those investments, and thus 
tend to pay little or no dividends. In contrast, firms with slow growth and fewer investment 
opportunities are likely to pay more dividends. Researchers such as Rozeff (1982), Jensen et al. 
(1992), Alli et al., (1993), Gaver and Gaver (1993), Deshmukh (2003), Ho et al. (2004), and many 
others, have found a significant negative relationship between dividends and firms’ investment 
opportunities. Thirdly, dividends are usually paid out of the annual profits, which represents the 
ability of the firm to pay dividends. Thus, firms incurring losses are unlikely to pay dividends. 
On the other hand, highly profitable firms are more able to pay dividends and to generate internal 
funds (retained earnings) to finance investments.The analysis has produced some interesting 
results and one avenue for future research is to extend the investigation to large number of firms 
for a longer period. 
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Abstract : Euro represents the most significant change of our generation in the European trading 
environment. The Euro is (or at least has the potential to be) the first full-fledged rival to the US dollar in 
more than half a century. Step by step, the dream of “Europe without frontiers” is being realized. It has 
far-reaching implications for the world economy. The world's newest currency may become its most 
powerful. In terms of trade volumes, the Euro will be bigger than the US dollar in the long run. 
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1. Introduction 


Euro, the world's newest currency, may become its most powerful currency. From risk- 
management to globalization, India will have to quickly learn to adapt to the new world of Euro 
finance. In terms of trade volumes, the Euro is expected to be bigger than the US dollar in the 
long run. All globally involved Indian corporations will therefore have to become Euro-centric. 

The advent of the Euro has the frame of reference for India Inc.'s deals and dealing with 
the rest of the world. It will re-map our export markets, restructure our global operations and 
reorganize our financing plans. Euro has united 17 countries—Austria, Belgium, Finland, 
France, Germany, Ireland, Italy, Luxembourg, Netherlands, Portugal, Spain, Greece, Slovenia, 
Cyprus, Malta, Slovakia and Estonia-into one fiscal superpower and mega market. A potential 
challenger to the hegemony of the US dollar over foreign exchange transactions of every kind, it 
has given birth to a financial system that accounts for a fifth of the global economy and world 
trade, not to mention the planet's largest reserves of gold and other currencies. 

Issued and administered by the European System of Central Banks-comprising the 
European Central Bank, headquartered in Frankfurt, and the 17 National Central Banks of the 
member countries-the Euro will need new strategies to manage our foreign exchange exposure, 
to hedge our financial risks, and to reallocate our resources. 


The 17 Euro-countries are the collective destination of 24% of India’s exports, and the 
source for 27% of its imports. Accounting for the lion’s share of global GDP and trade, the Euro 
will attract increasing investment and transactions. It will convert Europe into a single market for 
exports and single sourcing-point for imports. À single currency will lead to uniformity of prices 
for products and services across the continent. Hedging and risk-management will become less 
complicated as only the Euro will have to be considered. The substitution of 17 currencies 
with one will lower foreign exchange transaction costs considerably. 
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Crucially, the Buro is likely to bring stability to many locally volatile or relatively untraded 
currencies—such as the Italian Lira or the French Franc. Earlier, such volatility made trade with 
those countries dangerous for Indian companies, but that barrier will now disappear. 


Change in the internal dynamics of the 17 countries will affect both the nature and the 
volume of India's exports to, and import from, them. For instance, if the Euro leads to greater 
economic growth in the region, there will, obviously, be greater demand for producis and 
services, spelling an opportunity for globally involved companies from India. 

The Euro will also lead to price transparency across Europe. This would enable Indian 
importers from EU to strike the best bargains. On the other hand, a common currency would 
imply transparent pricing and quick comparison. This would force the exporters to adopt the 
practice of uniform pricing in the EU. Therefore, the surplus arising out of differential pricing 
would be wiped out. 

Today, 320 million people in 17 countries use the Euro, which now rivals the importance of 
the US dollar in the world economy. This is an outcome that few would have predicted with 
confidence when the Euro was launched. How can we explain this success and what are the 
prospects for the future? ` 


2. Objectives and Methodology of the Study 
The objectives of the study are as follows : 
+ To understand the process of emergence of Euro 
+ To look into the possibilities of the Euro currency becoming an Intemational Investment 
and Reserve currency for India 
This study is both descriptive and empirical in nature for which both secondary and primary 
data have been collected. Secondary data have been collected from available research 
publications, government and semi-government publications, as well as reputed journals. 
Relevant materials have also been collected from Internet. 
Primary data have been collected through Sources Questionnaire and Interview Schedule, 
prepared in consultation with academicians and practitioners. Finally, after collecting, tabulating 
and analysing the data we have made our concluding observations. 


3. The Road to the Euro 

Background to the EMU 

Economic and Monetary Union (EMU) in Europe refers to the movement towards economic 
and monetary unification in the European Union, with the ultimate goal of introduction of a single 
currency. The process of economic integration in Europe began with the creation of European 
Economic Community (EEC), through the Treaty of Rome in 1957. The six founder members 
were Belgium, France, Germany, Italy, Luxembourg and the Netherlands. Subsequent to the 
signing of the treaty, a common market was set up in Europe with common tariffs in member 
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countries, Over the next few decades, the six-member EEC evolved into the present twenty- 
Seven member European Union (EU). The EU countries included Denmark, Ireland and United 
Kingdom (which joined in 1973), Greece (which joined in 1981), Spain and Portugal (which 
joined in 1986), Austria, Finland and Sweden (which joined in 1995), Czech Republic, Cyprus, 
Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Slovakia, Slovenia (which joined in 2004), 
Bulgaria and Romania (which joined in 2007) apart from the original six EEC member countries. 
The objectives of the European Union include: 
¢ Creation of an area without internal frontiers 
¢ Strengthening of economic and social cohesion 
+ Establishment of economic and monetary union, including a single currency 
The genesis of monetary integration in Europe can be traced to 1981 when the proposal 
to create the European Monetary Fund was considered, but did not fructify. In 1986, the member 
States of the European Community ratified the Single European Act, which led to the 
establishment of the EMU Committee in 1988. 


The EMU was launched in 1989 with the publication of the EMU Report. A year later, the 
study report ‘One Market One Money’ argued for a single currency in Europe, which provided 
the broad contours of the present Euro. This was also Stage-I of the EMU. The idea of single 
currency acquired legal dimensions with the signing of the Treaty on European Union 
(Maastricht Treaty) in 1992. The Treaty was ratified by most EU members, a year later. 

Stage-II of the EMU started in 1994 with the establishment of the European Monetary 
Institute (EMI) in Frankfurt. The EMI, along with the European commission has done most of 
the necessary groundwork chartered out by the provisions of the Maastricht Treaty. Stage-II 
is manifested by a ban on central bank financing of public deficits and closer monitoring of the 
economic and fiscal policies of the members. The most important event of this phase has been 
the selection of the eleven founding members of EMU at the special summit in May 1998. 

Stage-III began in 1.1.1999 with the formal launching of the Euro. As ratified by the 
European Council meeting of May 2, 1998, with effect from 1.1.1999, the exchange rates of the 
currencies of the 11 member countries vis-à-vis Euro will be fixed irrevocably and hence, also the 
bilateral rates between the participating countries. On 1.1.2002, Euro notes and coins will be 
introduced and the national notes and coins will be progressively withdrawn from circulation. 

For the transition phase between 1.1.2002 and 30.6.2002, there will be a period of dual 
legal tender status for euro and national currencies. On 1.7.2002, the legal tender status of the 
currencies participating countries will be formally withdrawn. Euro will stand as the only legal 
currency in the Euro Zone. 

The Maastricht Treaty and the EMU 


The Treaty of the European Union (Maastricht Treaty) was signed on February 7, 1992 by the 
heads of states of what were then the 12 member states of the European Union. The treaty 
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came into force on November 1, 1993. The treaty lays the foundation for the economic and 
monetary union in Europe. It includes seven titles, protocols and a final act. It covers provisions 
amending the Treaty, establishing the European Economic Commission, as also other provisions, 
such as those for common foreign and security policy and for co-operation in the fields of Justice 
& Home Affairs. The protocols provide for detailed statutory provisions, including those for 
the ECB and the ESCB. 


Convergence Criteria 


The key to the monetary union is stipulated in the Article 109j (1) of the Treaty, which lays down 
a convergence criteria that the member-states need to fulfil so as to qualify for joining the EMU 
at Stage-III. The criteria are presented in the box given below. The Maastricht Treaty also makes 
it obligatory for the members-state to make necessary lega! provisions to ensure independence 
of their central banks. 


Convergence Criteria as laid down under the Maastricht Treaty 


PRICE STABILITY LONG-TERM INTEREST RATES 
Average inflation rate during last 1-year Average nominal interest rates on long term 
should not have exceeded the inflation rate government bonds or comparable securities 
of the three member states with the lowest during last 1 year should not have exceeded 
inflation rate by more than 1.5%. 2 percentage points that of the average of the 
three best performing in terms of price stability. 
EXCHANGE RATES GOVERNMENT DEFICITS 
The currency must have fluctuated with in the GFD/GDP must be less than 3.0% or declining 
EMS bands for last 2 years with out severe towards that level.Public DebU/GDP ratio be 
tensions and member must not have devalued its | less than 60% or approaching that level. 
currency's central rate on its own initialive. 














Adherence to the convergence criteria set by the Maastricht Treaty as a qualification for 
inclusion in the European Union was closely monitored through regular semi-annual reports 
prepared by the European Commission (EC), the executive organ of the EU, and the European 
Monetary Institute (EMI). The Convergence Reports prepared by the EC and the EMI in March 
25, 1998 recommended the inclusion of 11 out of 15 member states in the EMU. These 11 states 
were considered to have achieved a high degree of sustainable economic convergence. These 
are Belgium, Germany, Spain, France, Ireland, Jtaly, Luxembourg, Netherlands, Austria, Portugal 
and Finland. These countries were accepted by the EU Council as first wave of entrants (‘in’ 
countries) or the founding members of the EMU to be launched on January 1, 1999. Out of the 
remaining four countries, Greece is considered not to have met the necessary conditions for 
joining the EMU, while three other members of the EU—Sweden, Denmark and United Kingdom 
(UK) have exercised their rights under the Treaty not to participate in EMU for the time being. 

Eight countries—Belgium, Germany, Greece, Ireland, Italy, Netherlands, Portugal and 
Finland, have met the legal provisions on national central bank independence in accordance 
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with the Maastricht Treaty. Others viz., France, Spain, Luxembourg and Austria have announced 
Suitable legislation to bring about the required changes. Sweden is likely to consider these 
changes only at the end of this year due to legal compulsions. Denmark and U.K. are yet to 
ensure necessary legal changes for national central bank independence. 


Costs and Benefits of EMU 
Costs 


Loss of Monetary Independence : With EMU national monetary autonomy will have to be 
surrendered to the supranational body (viz. ECB). This would mean loss of control over 
economic policy, loss of the right to alter exchange rate as an adjustment mechanism to correct 
balance of payment ahd loss of seignior age (i.e. the right to print money). 

Loss of National Pride : Very often national currency is a symbol of national pride and economic 
success (like Deutschernark of Germany). Sacrificing national currency in favour of the single 
currency may be politically costly sentimentally provocative. 

Cost of Conversion : These costs include cost of printing banknotes, minting coins, withdrawal 
of old currencies, changes in information technology and accounting system etc.a survey 
conducted by the European Banking Federation estimated such costs to be ECU 8-10 billion 
for the European banks. 

Earning Loss for Banks : Single currency would reduce the earning of banks from foreign 
exchange transactions because erstwhile forex transactions would henceforth be treated as intra- 
union transactions. According to an estimate, potential loss of income for banks due to 
introduction of Euro may range from a minimum of ECU 9.5 billion to a maximum of ECU 
14.4 billion. 

Benefits 


Savings in Transaction Costs : Single currency will reduce transaction costs due to currency 
conversion. With the elimination of exchange rate variability, hedging cost will also get reduce. 


Lower Interest Rates : Consequent upon lower budget deficit, elimination of exchange rate risk 
and increased competition among banks-interest rates are expected to remain low. 


Lower Inflation : The independent ECB will aim at price stability through a more concerted and 
credible monetary policy initiative resulting in lower inflation. 


Increased Investment : Low interest rates would stimulate growth of investment in capital 
expenditure. 


Better Allocation of Resources : Unrestricted factor mobility would facilitate allocation of 
resources to where returns are greatest. 7 


Level Playing Field : Without a single currency, countries may be tempted to resort to 
devaluation in order to obtain trading advantage over others. 


Pooling of Exchange Reserves : Internalization of intra-union trade would save member states 
around $ 200 billion in foreign exchange reserves—which may be put to more productive uses. 
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Integration of Markets : With the advent of single currency, imperfections in markets for 
products, services and factors will be eliminated resulting in lower prices and spread but higher 
volume and turnover. 
Global Currency Status : Euro is all set to become a dominant global currency for transaction 
and investment purposes. As a reserve currency, it will only be next to dollar. There will be 
benefits accruing from holding of Euro as official reserve by external monetary authorities as 
also private holding of non-interest bearing Euro notes outside the union. 
Faster Economic Growth : The cumulative effect of all these factors would encourage faster 
economic growth with corresponding increase in living standards and level of employment. 
From the above it would be clear that most of the costs and benefits are not easily 
quantifiable. However, as against the costs- the benefits are rnany and they accrue over a much 


longer period. For example, cost of conversion is a onetime cost, while savings in transaction 
costs will be permanent. 


4. Euro as an International Investment and Reserve Currency for India 


A study was conducted to look in the possibilities of the Euro to become an international 
transaction (and reserve) currency and perhaps even replace US dollar as the most preferred 
currency for holding, for India. 


For the purpose of the study, questionnaires were administered and interviews were 
conducted to get information on the research objective. Further, two types of questionnaires 
were administered respectively to: 


Category A : The Indian exporters, corporate and business houses with trade interests in the EU 
Category B : The Indian National banks and private banks dealing with Euro accounts. 


In this study the sample size was 30 for category A and 15 for category B. We have used 
Convenience and Non-probability sampling. 


Every study conducted may have certain shortcomings and unfortunately ours is also a 
similar case. A few errors may have crept in despite our best efforts to avoid them but it is 
expected that still our study and findings are very much relevant. 


+ An error may have occurred due to the samples taken not conforming to the actual 
population; this is because the sample is a convenience sample. 


+ Personal bias of the interviewer might also have crept in, some cases, while interpreting 
the respondents. 


e Certain questions which are not properly responded by the respondent. 
Findings and Analysis 
A. Indian Exporters, Corporate and Business Houses 


è The EU is India's largest trading partner accounting for one-fourth of her imports and 
exports. Total EU-India trade increased from Euro 9,975 million in 1991 to Euro 25,644 
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million in 2000, registering an impressive growth rate of 157%. Both, EU exports to and EU 

imports from India roughly doubled the same period. After five years of healthy growth 

between 1994-99, EU trade in 2000 grew by a robust 26%. The EU countries are among the 

largest investors in India. 

From the study, among the EU countries, Britain, Germany and Italy emerged as the 
preferred major trading partners. 

Details of the respondents trade with the EU countries expressed in percentage is given 
in the following table : 


% of respondents 
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The data may be represented the graphically as follows : 
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+ 52% of the respondents used only Euro as the primary currency for transaction in the EU, 
while 36% transacted in the USD only. 8% of the respondents used both the Euro and USD 
for their transactions with countries in the EU while 4% of the respondents used some 
other currency such as the British Pound for trade transactions. 


This reflects that Euro is replacing the local currencies and the USD as the main billing and 


invoicing currency in the European Union. Companies are probably finding that the advent of 
the Euro is simplifying trade producers 





* Euro is already in use during trading. This was evident as a whopping 84% of the 
respondents said that they were already transacting in the Euro. Though the percentage 
of the trade in Euro varies widely but a cluster of 10-30% of the trading in Euro emerged 
from the study. 

This reflects that Euro is a competitor to the USD in the Eurozone trading. 

Of the respondents, 12% did not trade in Euro. Some of the reasons cited were Euro as a 
currency was yet unstable, their clients/suppliers preferred to deal in USD or in the local 
currency. 

e 64% of the respondents said that Euro will appreciate while, 24% of them felt that the 
Euro will depreciate. E 
This sentiment could be on account of the slowdown in the US economy expanded at its 

slowest pace in eight years in the second quarter of this year and the effects of the attacks in 
New York which have resulted in the Euro steadily against the dollar. 
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è Though Indian companies are already trading in Euro in a major way, yet, 60% of the 
respondents felt that Euro, as a currency will have to prove its worth. 20% of the 
respondents said that Euro is already a stable currency.. 16% of them felt that Euro will 
result in a shift in trade from US dollar to Euro, and they also mentioned that it can become 
an international and reserve currency for India. Only 4% said that Euro is a much-hyped 
concept. (Some of the respondents opted for more than one option to the question) 


Qurency Wiresukinehil Can become an Oxrency thalwil 
intradefromUS international have lo provells — concept 
Dolarip&so retevecurecy — worth s, 





These reflect that the instability of Euro is a cause of concern and that a stable Euro will 
make it more credible outside the Euro-zone and make it more recognizable as a preferred 
currency for financial transactions. This will also bring about a gradual increase in the Euro's 
role as a reserve currency for India. In the medium run, the Indian monetary and financial 
system will remain dominated by the USD as a reputation for price stability takes time to 
acquire and the European Central Bank (ECB) has to develop a track record before The Indian 
Central bank shifts to Euro on a large scale. Nevertheless, the Euro has the potential to become 
the reserve currency for India. 


* Thecurrency changeover to Euro has provided unique opportunities for Indian companies 
to work on their existing systems to increase their external competitiveness for trading 
in the unified Euro-zone. 44% of the respondents said that the required changes in their 
legal instruments involved new contracts being drawn in Euro as the trading currency. 2096 
said that their organizational restructuring included changes in cash handling systems, while 
8% mentioned the requisite software changes in their Electronic Data interchanges systems. 

+ Among the benefits of Euro trading, 39% of the respondents ranked the elimination 
of foreign exchange rate risk as the most important benefit. With the currency risks no 
longer existing more investment options have been emerging in Euro land. 3096 ranked 
increased investment and funding opportunities due to increased price transparency as the 
next important benefit. The Euro has allowed Indian traders to the Eurozone to consolidate 
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banking relationships, thus enabling them to invest money more efficiently. Indian 
companies have been able to centralize their European accounting operations, thereby 
reducing administrative costs. The benefit ranked third was the reduction in transaction 
costs and business costs by 23%. The introduction of the Euro and the resulting elimination 
of intra-European currency conversion charges have been and will continue to be a 
significant source of saving for those companies which regularly deal in several currencies. 
A larger corporate debt market was ranked as the least important benefit of trading in 
Euro by 8% of the respondents. 


With the reduction in foreign exchange rate risk, Euro has the potential to be a strong 
currency. Exporters can look forward to increased trade and new markets in those 
countries of the EMU, which previously had volatile currencies. This has tremendous 

- marketing implications for Indian firms, looking for alternate market to the US. 

+ Among the problems of trading in Euro, 62% of the respondents ranked the volatility of 
Euro vis-a-vis the US dollar as the most important risk. The dollar is by far the main 
billing currency and even more so, the currency of capital market activities. Nearly half 
of world exporters are still dominated in dollars. A single monetary policy for 12 countries 
in different stages of their economic cycles could adversely affect the stability of the Euro 
in the, long run emerged as the next important risk and was ranked so by 31%. The least 
important risk that emerges was the uneven effects of a single currency on different sectors 
of business by 7% of the respondents. 

* The sectors that emerged as the ones likely to be most positively affected in the year to 
come are the manufacturing and the industrial sectors. The Indian IT companies can 
also look forward to Europe as an alternate market to the US for the software exports. 
New areas for FDI to India from Europe could be in infrastructure, telecommunications 
and food processing. 


B. The Banks 

+ Among the banks surveyed, all the national banks and private banks have been taking 
adequate steps for the handling of Euro since 1999 by opening Euro deposit accounts. 
Other steps taken include the training of staff in cash handling systems and repeated 
publications and circulars on Euro from time to time. 92% of the banks mentioned 
modifications in their existing computer systems to include Euro as a currency. 
Currently, the banks are processing information both in terms of the local currency and the 
Euro. Systems are in place to take adequate care of any rounding off difference that may 
occur due to currency conversions. 

¢ When asked to rank the risk of Euro transactions, 67% of the respondents felt that a single 
monetary policy for countries at different levels of economic cycles could adversely affect 
the Euro in the long run as the most important risk. 
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This is supported by the fact that a single rate for the whole of euro zone, together with the 
strict limits on fiscal policy prescribed by the Stability Pact, will make the EMU zone 
unable to respond to economic problems that affect a part of the region. Without sufficient 
labour mobility or a political union that allows for fiscal transfers from wealthy regions to 
poor ones, the EMU is hard pressed to find instruments for counteracting recession that 
could occur within parts of the currency union. 25% of them ranked the volatility of the 
Euro vis-a-vis the US dollar as an important risk. 8% ranked the absence of clear on 
seignorage sharing and open market transactions as the least important risk. 

Regarding the importance of Euro in the international monetary system, 42% of the 
respondents ranked the Euro s emergence as a preferred currency for financial transactions 
as the most important. 

33% responded that it could be an alternative currency for bond issuers. 17% of the 
respondents ranked the emergence of Euro as an alternate currency to the dollar. 896 
responded that Euro could emerge as a reserve currency for India. 

The banks have expressed confidence in the Euro to take on the dollar in the international 
market. However, they have expressed their reserve on the Euro's ability to dominate the 
reserves of India in the short run. 

5996 of the respondents ranked improved liquidity as the most important benefit of investing 
in Euro-bond versus the dollar-bond. 

This is supported by the fact that a large proportion of international bond and note issues 
are now denominated in Euros. 

According to the Bank for International Settlements, more than a third of such issues were in 
Euros in 2000. 42% ranked the decrease in forward premia costs as important benefit. 33% 
ranked lesser transaction costs as the least important benefit. 

(Some of the respondents opted for more than one option to the question) 


Benefits of Investing in Euro Bond versus Dollar Bond 








Less transaction Cost improved liquidity Decrease In forward premia 
costs 
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Conclusion 


The European Union will remain as one of the largest exporting zones in the world. This will 
boost the Euro as an international invoicing currency and means of payment. However, the 
preference of the EU main trading partners might shift to the Euro only when exchange rate 
variations are expected to be limited. The role of Euro depends, therefore, on international 
market preferences as well as on its ability to challenge the dollar in terms of liquidity and 
transaction costs. 

Though the Indian companies are actively trading in Euro, they still feel that Euro as a 
currency will have to prove its worth before it can result in a shift in trade from the US dollar 
to Euro. The banks expressed their confidence in the emergence of the Euro asa preferred 
currency for financial transactions in the international monetary system. During personal 
interviews the sentiment that emerged from the banking sector was that though there is a unified 
monetary policy in the European Union there was a need to have clear unified policies on 
the budgetary and fiscal front. 


Nevertheless both the sectors felt that Euro has the potential to be the reserve currency 
for India. However in the medium run, the Indian monetary and financial system will remain 
dominated by the USD as a reputation for price stability takes time to acquire and the European 
Central Bank (ECB) has to develop a track record before that. 

Since the EMU presents new business opportunities, the Indian companies and banks are 
developing capabilities to tackle and effectively manage the changes not only in terms of 
Information Technology but also in accounting, tax, treasury, legal and most importantly the 
financial and other information systems which are used to support the company's and bank's 
business processes. 

Despite the Euro's popularity as a currency for bond issuance, corresponding interest in the 
Euro on the investor's side is yet to be witnessed. The Indian business segment clearly wants 
to wait and watch the Eurozone's economies, its impact in the financial market and the Euro 
exchange rate before the official reserves of India can be denominated in the Euro. 

As the Euro slowly continues to recover after the recent crisis, Indian exporters should wait 
to take advantage of the stronger Euro and expand their markets in Euro land. Particularly 
as the U.S stock market moves through corrections, US consumer spending will cool, so Indian 
exporters should be more aggressive in looking for European markets in future. 


References 

Books 

Benjamin J. Cohen, (2006), The Future of the Dollar, The ICFAI University Press, Hyderabad. 

Nagendra V Chowdary, ed. (2004), Euro—Issues and challenges. The Icfai University Press, Hyderabad. 

Vibha Mathur, (1993), India-European Union Trade Prospects and Impact of Euro, Indian Tax Institute, 
New Delhi. 


98 


Anirban Sarkar 


Articles in Journals 7 

Adler. O. and K. Chang (1997): "The Euro as an International Currency", UBS International Finance, 
Winter/Spring, 9-12. 

Bean, C.R. (1992): “Economic and Monetary Union", Journal of Economic perspectives, Fall, 31-52. 


Bini-Smaghi, L. T. Padoa- Schippa and F.Papadia (1994): The Transition to EMU in the Maastricht Treaty, 
Essays in International Finance, No. 194, November, 1-44. 


——— (1996): “The Likelihood of the Euro Fulfilling a Reserve Currency Role," BIS Review No. 104, 
October 4, 1-3. 


Vasudevan, A. (1997): "Euro and India". Mimeo, Reserve Bank of India. 


Reports 
1. Seminar on Euro Currency: Implications and Business Opportunities, ASSOCHAM, February, 2002. 
2. Reserve Bank of India (1995-96): Report on Currency and Finance, Vol. 2, 251. 


3. Hartmann, P. ( ): "The Future of the Euro as an International Currency: A Transactions Perspective,” 
CEPS Research Report No.20. 


4. Report of the Working Group on Euro-RBI, Mumbai. 


URLs 
http:// www.ecb.int 
http:// www.euroclear.com 
http:// wwrw.europa.eu.int/euro 
http:// www.reuters.com 


Role of State Financial Corporations in the Development of 
Micro, Small and Medium Enterprises : A Study with Special 
Reference to West Bengal Financial Corporation 


Ashish Kuamr Sana 

Assistant Professor, 

Department of Commerce, University of Calcutta 
West Bengal 


Susanta Kanrar 
Assistant Professor, 


MBA Department, Seacom Engineering College 
West Bengal 


Abstract : The Micro, Small and Medium Enterprises (MSMEs) contribute almost 40% of the gross 
industrial value added in the Indian economy. By its less capital intensive and high labour-absorption 
nature, this sector has made significant contribution to employment generation and rural industrialization. 
However, lack of access to finance and timely credit as well as escalating costs are cited as important 
reasons for under-utilization of the manufacturing capabilities of MSMEs. State Financial Corporations 
have been established to provide various types of financial and non-financial assistance to this sector. 
In this regard, West Bengal Financial Corporation (WBFC) was set up in the year 1954 with the objective 
of providing financial assistance to MSMEs in the state of West Bengal. In this paper, an attempt has 
been made to analyze the role of State Financial Corporations, especially the WBFC in the development 
of MSME sector. 


Key words : Micro, Small and Medium Enterprises (MSMEs); State Financial Corporations; Wes! Bengal 
Financial Corporation (WBFC); Financial Assistance. 


1. Introduction 

The Micro, Small & Medium Enterprises (MSMEs) sector is one of the fastest growing 
industrial sectors in the world economy; the Indian scenario is no different. The contribution 
of MSMES to our national economy in terms of creating a vibrant manufacturing seclor, winning 
the global market through increased exports, employment generation etc. has been highlighted 
on many occasions. Given the expectations from the MSMES sector to contribute towards 
achieving India's targeted economic growth rates of 926-1096, there is a need to address the 
problems faced by them. MSMES in India are mostly in the unorganized sector and are the 
source of livelihood for millions of people. The social contribution made by MSMEs is 
even more significant than its economic contribution. Within the MSMES sector, the small sector 
serves as a seed-bed for nurturing entrepreneurial talent and originating units to grow eventually 
to medium and large enterprises. The promotion of MSMES, therefore, becomes a major area for 
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policy focus. Regeneration of MSMEs must receive public support particularly for the village, 
cottage and micro level enterprises. Despite their economic significance, MSMEs face a number 
of bottlenecks that prevent them from achieving their full potential. 


Major obstacles for business development for MSMES relate to a wide range of issues: 


i. Lack of access to finance and timely credit as well as escalating cost are cited as primary 
reasons for under-utilization of the manufacturing capabilities of MSMEs. 

ii. The infrastructural facilities in India have not reached to the desired level. This restricts 
private initiatives in this sector. Therefore, creation of better infrastructural facilities for 
MSMEs must receive greater priority. 

iii. A multiplicity of regulating agencies lead to harassment and inspections with greater impact 
on operations of MSMEs than on larger units. 

iv. With growing access to modem means of communication, particularly revolution in the 
information technology, the sheltered market for the MSMEs product is no longer so. 
MSMEs should join hands globally to create a global commodity. chain. In this regard, 
MSMES mother units in marketing, similar to mother units in production, may be promoted. 

v. Cutting-edge technology becomes difficult to access for MSMES due to the high initial costs 
leaving them behind in the race for competitiveness. 

Out of these the main problem in MSMEs development is inability to access timely and 
adequate finance. There are several reasons for low MSMEs credit penetration, key among 
them being insufficient credit information on MSMES, low market credibility of MSMEs 
(despite their intrinsic strengths) and constraints in analysis. This leads to sub-optirnal delivery 
of credit and services to the sector. 

As the access of MSMES to capital markets is very limited, they largely depend on borrowed 
funds from banks and financial institutions. While investment credit to MSMES is provided by 
financial institutions, commercial banks extend working capital. In the recent past, with growing 
demand for universal banking services, term loans and working capital are becoming available 
from the same source. Besides the traditional needs of finance for asset creation and working 
capital, the changing global environment has generated dernand for introduction of new financial 
and support services by MSMEs. There is an urgent need to regenerate MSMEs financing. As 
the MSMEs have been the greenfield for nurturing entrepreneurial talent, first generation 
entrepreneurs should be facilitated in access to the desired finance through creation of 
guarantee funds. Finance should not only be timely but also cost-effective. 

The financing of the MSMEs sector has received some attention since independence. A 
multi-level institutional structure exists for financing of small enterprises and non-farm 
enterprises in India. This consists of Commercial Banks, Cooperative Banks, Regional Rural 
Banks (RRBs), State Financial Corporations (SFCs). Credit to small enterprises comes under 
priority sector lending programme of banks. The Reserve Bank of India (RBI) constantly reviews 
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the flow of credit to this sector. To improve the flow of credit, the RBI has constituted several 
committees and working groups since 1991. Notable among the committees are Nayak 
Committee, Kapur Committee and Ganguly Committee, Appropriate measures have been taken 
by the RBI and Government from time to time based upon the decisions of the Standing 
Committee on SSI set up by the RBI. An exclusive refinancing bank, called Small Industries 
Development Bank of India (SIDBI) was set up in 1990 for the purpose of channeling of finance 
to MSMES in an organized manner. Further, refinance to SFCs has also been made attractive 
in terms of low rates of interest. The issue of providing micro-credit to micro-enterprises through 
the development of SHG-Bank Linkage Programme rests mainly with National Bank for 
Agricultural and Rural Development (NABARD). However, major part of SHG-Bank Linkage 
credit is in the form of micro-credit to meet production and consumption needs and not for 
micro-enterprises. The Government of India has launched the Credit Linked Capital Subsidy 
Scheme (CLCSS), which aims at facilitating technology upgradation of MSMES in specified 
products or sub-sectors. 

Performance, problems and other issues of MSMEs in India has been investigated and 
examined by academicians, researchers and analysts from time to time. Some of the works 
related to institutional support are mentioned below. 

Peter (1996) examined the performance of small-scale industries by drawing a sample of 
543 SSIs in Jammu and Kashmir established under 14 District Industries Centers (DICs) situated 
in different districts and supporting agencies and institutions. The study attributed prevalence of 
sickness among SSI units to lack of coordination between DIC and other supporting agencies or 
institutions. The other factors identified were inadequate technical support to the entrepreneurs, 
delay in payment of bills, low recovery of bank funds, innumerable laws etc. 

Manickavel (1996) examined 849 listed problems over the life cycle i.e. marketing, 
managerial and a financial on a sample of 364 SSI units from Kamarajar district of Tamil Nadu. 
The study indicated significant dominance by marketing and financial problems in the formation 
stage and relative prevalence of managerial problems throughout the life cycle. 

Satyanarayan and Misra (2001) identified chronic sickness among SSIs due to inadequate 
application of internal management techniques about marketing, organizing, management 
financial control, decision-making changes and above all the planning similar to those assessed 
by SBI Study Team (1975). Their study stressed upon the effectiveness of works management, 
receivable management for seeking adequate control on cash flow pipeline and above all 
ensuring reliable scientific planning for the prevention of sickness. 

Madasamy and Xavier (2002) conducted a pilot survey on 275 respondents for analyzing the 
performance of 36 production and 39 sales centers (Khadi Gramodyog Bhavan, Khadi Vastralaya 
and Grama Shilpa in Sarvodya Sangh district located at Srivilliputtur town of Tamil Nadu). 
The problems identified are non-availability of skilled labour, delay in sanctioning loans from 
district institutions and settlement of rebates by State Board, absence of training centre, separate 
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research and development (R&D) cell for quality improvement and the adoption of uniform 
cost-oriented pricing policy. 

Reddy (2003) evaluated the entrepreneurial process and identified problems of poverty, 
low capital base, insufficient base-security needed for securing financial assistance from 
development agencies, complex administrative procedures, lack of awareness about government 
schemes, non-cooperation by officers, low repayment of borrowed amount among 120 scheduled 
caste and scheduled tribes in three regions of Andhra Pradesh. 


Tagoe, Nyarko and Anuwa-Aarh (2005) examined the impact of financial sector 
liberalization by reviewing documents and interviewing people from a bank, a non-bank 
financial institutions and the National Board for Small Scale Industries (NBSSI) on electric- 
mechanical, printing and manufacturing firms in Ghana. They identified the lack of access to 
formal credit attributed to differential risk perceptions of financial institutions, weak MSME- 
investors relations and persistent government borrowing leading to credit crunch for small 
enterprises. 


There are so many issues related to MSMEs have been highlighted from the above 
literatures. However, our study specially is dealt with the role of WBFC in developing of 
MSMEs in the state of West Bengal. The State Financial Corporations since their inception 
directly and indirectly are assisting in different ways towards the development of small-scale 
industries; The present study tries to analyse the role of SFCs specially the West Bengal 
Financial Corporation in the development of MSMEs in West Bengal. Data have been collected 
from research papers, conference documents and annual reports of the State Financial 
Corporations including West Bengal Financial Corporation, SIDBI and RBI Handbook. We have 
used simple statistical tools to analyse data. : 


The study is divided into six sections. Section-II deals with meaning and concept of micro, 
small and medium scale enterprises. Evolution of State Financial Corporations is discussed in 
Section-III. An overview of the West Bengal State Financial Corporation is highlighted in 
Section-IV. Section-V discusses the analysis of role of WBFC in the development of MSMEs 
Sector. Section-VI concludes the study. 


2. Meaning and Concept of Micro, Small and Medium Scale Enterprises 

Micro enterprises are generally artisan-based, located mostly in rural and semi-urban areas. 
These enterprises use local skills and resources and sell their products locally. Lower level of 
investment in machinery require in these enterprises. They are spread throughout the country 
and include such activities as handlooms, khadi, sericulture, coir, bidi-making, embroidery 
knitting, wood-carving and other handicrafts. Smali and medium enterprises use power driven 
machines and possess some technological sophistication. The market for these industries is 
relatively wide and quite often includes export market. Their products include hosiery goods, 
rubber goods, ready-made garments, motor-parts, electronic goods, sports goods and engineering 
goods. 
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In 1950, the government grouped small-scale industrial undertakings into two categories— 
those using power but employing less than 50 persons and those not using power but employing 
less than 100 persons. All small scale enterprises had capital investment of less than Rs. 5 lakh. 
In 1966, the small scale enterprises were defined as undertakings with a fixed capital investment 
of less than Rs.7.5 lakh and ancillaries with a fixed capital investment of Rs. 10 lakh. In 1975, 
this limit was revised to Rs. 10 lakh for small scale enterprises and Rs. 20 lakh for ancillaries. 
Subsequently, under the Industrial Policy Statement of 1980, this limit was further raised to 
Rs. 20 lakh in case of small scale industries and Rs. 25 lakh for ancillaries units. Simultaneously, 
in the case of tiny units, the limit of investment has been raised from Rs.1 lakh to Rs. 2 lakh. The 
government has again revised the investment limit of small-scale to Rs.35 lakh and for ancillary 
units to Rs. 45 lakh in 1985. The investment ceiling in plant and machinery for small scale 
industries has been raised from Rs. 35 to Rs. 60 lakh and correspondingly for ancillary units 
from Rs. 45 lakh to Rs. 75 lakh as per Industrial Policy Statement of 1990. Investment ceiling 
with respect to tiny units has been increased from Rs. 2 lakh to Rs. 5 lakh. 

In 1997, on the recommendation of Abid Hussain Committee, the government has raised the 
investment limit on plant and machinery for small units and ancillaries from Rs. 60/75 lakh to 
Rs. 3 crore and that for tiny units from Rs.5 lakh to Rs.25 lakh. The government in 2000 has 
reduced the investment limit on plant and machinery from Rs. 3 crore to Rs. 1 crore, but the 
investment limit for investment in tiny units has been retained as Rs.25 lakh. Prior to the 
enactment of the Micro, Small and Medium Enterprises Development Act (MSMED) 2006, 
small industries in India comprised tiny, cottage, traditional village and modem small 
enterprises. The MSMED Act provides the first-ever legal framework recognizing the concept 
of enterprise (comprising both manufacturing and service entities), defining medium enterprises 
and integrating the three tiers of these enterprises, namely micro, small and medium. According 
to the MSMED act, MSMEs are classified into (a) enterprises engaged in the manufacture 
or production of goods and (b) enterprises engaged in providing or rendering services. 

(a) Manufacturing Enterprises : The enterprises engaged in the manufacture or production 
of goods pertaining to any industry specified in the first schedule to the Industries (Development 
and Regulation) Act, 1951 are called Manufacturing Enterprise. MSMEs have been defined 
based on investment in plant and machinery. 


Manufacturing Enterprises 
Investment in Plant & Machinery 
Micro Enterprises Does not exceed rupees twenty five lakh 
Small Enterprises More than rupees twenty five lakh but does not exceed rupees five crore 
More than rupees five crore but does not exceed rupees len crore 


(b) Service Enterprises : The MSMEs engaged in providing or rendering of services are 
classified as below : 
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Service Enterprises 


Investment in Equipments 


Does not exceed rupees ten lakh 


Small Enterprises More than rupees ten lakh but does not exceed rupees two crore 


| Medium Enterprises — | More than rupees two crore but does not exceed rupees five core 


The MSMED Act defines ‘enterprise’ instead of industry to give due recognition to the 
service sector. This act also strengthens the legal provisions to check delayed payments to micro 
and small enterprises. 






3. Evolution of State Financial Corporations in India 


In order to provide medium and long-term credit to industria! units, Industrial Financial 
Corporation of India (IFCT) was set up under the Industrial Finance Corporation Act 1948. The 
objective was mainly to provide the credit to those undertakings, which fall outside the normal 
banking activity. The state governments also expressed their desire to set up similar corporations 
in the state to supplement the activities of the IFCI. Main intention of state governments that 
lime was to provide financial assistance to small and medium scale industries within the state 
but outside the activities of the IFCI. 

To implement the views expressed by the State Governments the State Financial Corporation 
Bill was introduced in Parliament in the year 1951. The State Financial Corporation Act passed 
in 1951 and empowered each state and union territory to establish State Financial Corporation 
with a view to provide financial assistance to micro, small and medium scale industries. It 
provides loan to sole trading concern, partnership firm, private limited companies and public 
limited companies. 

At present, there are 18 State Financial Corporations in India. Out of these 17 were set up 
under the State Financial Corporations Act (SFCs) 1951. The Tamil Nadu Industrial Investment 
Corporation Ltd. established in 1949 under the Companies Act as Madras Industrial Investment 
Corporation, also functioning as SFC. Exhibit-] shows the position of the State Financial 
Corporations in India. 

Apart from the above SFCs, State Industrial Development Corporations (SIDCs) also act as 
SFCs for providing assistance to MSMEs in some states and union territories. The following 
states and union territories have SIDCs viz. Andaman & Nicobar, Arunachal Pradesh, Daman & 
Diu and Dadra & Nagar Haveli, Goa, Manipur, Meghalaya, Mizoram, Nagaland, Tripura, 
Pondicherry and Sikkim. 


4. West Bengal Financial Corporation : An Overview 


As per report of the 3rd All India Census of Industria! units, conducted during 2001-02, the 
number of registered SSI units in the State of West Bengal was 42,148 having employment of 
2,54,811 persons and unregistered SSI units was about 7,29,240 which employed 19,14,295 
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persons from this sector is about 38% of the total export from the state. Hence, this sector 
needs more attention. Several studies show that this sector faces a lot of obstacles for further 
development. So, they need more institutiona! support either financial or non-financial. Different 
types of institutions either in the state level or central level are supporting MSMES throughout 
the country in various ways. Out of these SFCs play a significant role to promote and 
development of MSMEs. 


Exhibit 1 : State Financial Corporations & Year of Establishment 


| SLNo. | Name of the State Financla! Corporation Year of Establishment 


1967 











Karnataka State Financial Corporation 


Kerala Financial Corporation 








Rajasthan Financial Corporation 1955 


Uttar Pradesh Financial Corporation 1954 


The West Bengal Financial Corporation (WBFC) is a state level financial institution 
established in 1954. The WBFC has its active presence throughout the state by its regional 
offices. Currently it has 14 branches, three regional offices and its head office situated at 
Kolkata. Its regional offices are duly equipped to coordinate the activities in the North Bengal 
as well as South Bengal. 

WBFC has been catering to the financial needs of tiny, small and medium scale units 
within the state of West Bengal through its well-knit branch network. It helps the micro, small 
and medium enterprises to implement their new projects, expansion of the existing projects and 
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modernization or technological up-gradation of their schemes. Currently its assistance has been 
extended to more than 42 different types of industries. The following types of industries are 
being benefitted from the WBFC such as (i) coal mining, (ii) metal mining, (iii) crude petroleum 
and natural gas, (iv) food processing, (v) mineral water, (vi) beverage industries, 
(vii) manufacturer of tobacco, (viii) manufacturer of footwear, (ix) other wearing apparel and 
made up of textile goods, (x) manufacturer of wood, wood products and cork, (xi) manufacturer 
of furniture and fixture, (xii) manufacturer of paper and paper products, (xiii) printing, 
publishing, packaging and allied industries, (xiv) manufacturer of leather and leather products, 
(xv) manufacturer of rubber and jute products, (xvi) manufacturer of chemical and chemical 
products including pharmaceutical, (xv) stone quarrying clay and sandpit, other non-mineral 
water industry, (xv) manufacturer of petroleum and coal products, (xvi) basic metal industries, 
(xvii) manufacturer of metal products, (xviii) manufacturer of machinery, (xix) manufacturer 
of electrical and telecom machinery, (xx) manufacturer of transport equipments etc. 
The Policy Statement of WBFC is as follows: 


*WBFC is committed to help genuine entrepreneurs in the micro, small, and medium sector 
enterprises in achieving their goals in setting up new manufacturing and service industries 
or modernizing and or/expanding their existing units, by providing timely financial inputs 
at reasonable interest rates. It also helps such entrepreneurs to receive assistance from 
other departments of the central and state governments in obtaining allied services for 
realization of their dreams. And, is also committed in continually improving its internal 
processes and systems." 


Till date, the Corporation has its credit exposures to agro based processing, engineering, 
software, readymade garments, hosiery & knitting, hotels, healthcare, nursing homes, 
pharmaceuticals, hatcheries and many other industries and services. The WBFC has been 
operating as an ‘A’ category SFC in terms of SIDBI categorization. WBFC has been granted 
the right and license to be listed in the BIS's register of Licenses of Quality Management 
Systems Certification in accordance with IS/ISO 9001:2008, from January 2010 through January 
2013 with a renewal basis. 


5. Analysis of Role of WBFC in the Development of MSMEs Sector 
Like other SFCs in India, the WBFC has been devoting itself to the task of promotion and 
development of the small scale industries of the state for the last 57 years. Despite all odds, the 
Corporation has been marching ahead by registering increases in the amount of sanction, 
disbursement and recovery of credit. WBFC always acts in close coordination with the state 
level promotional and development agencies, commercial banks, the Government and others. 
Counseling and timely delivery of credit to the entrepreneurs in need are the facets of 
its mission. The Corporation has a strong determination to continue its helping hand to the 
development of the under-privileged segments of the industrial economy of the state to make 
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it adequately strong and capable of meeting the challenges of the days ahead. It has an organized 
cell to undertake appraisal of the industria! projects. Timely follow-up of the projects for 
implementation and to carry on liaison with other co-agencies, amongst others are its one of 
Objectives to ensure successful launching of newer projects. 


WBFC provides loans to MSMEs at reasonable interest rate, so that they can take the 
advantages of loans. Their repayment period is also determined after making the consultation 
with them. Interest rates charged by WBFC is betweenl0% to 13.75%. 


The principal areas of concern affecting the development of the MSMES sector identified 
by various studies include: 


* Limited access and cost of finance; 
* Lack of marketing skills and market knowledge; 
* Inadequate management and entrepreneurial skills; 
* Lack of access to infrastructure; 
* Lack of access to land; 
* Inappropriate technology; 
* Lack of information, and 
* A hostile regulatory environment. 
Over the time WBFC is offering based on the needs of MSMEs, 10 types schemes for 
different categories of enterprises which are summarized in Exhibit 2. 
Finally, the WBFC is offering financial assistance in the following purposes to MSMEs: 
* New projects 
+ Expansion of the existing projects 
* Diversification of activities 
+ Rehabilitation 
+ Modernization 
It offers long and medium-term loan which is repayable ordinarily within a period not 
exceeding 20 years. It grants financial assistance to any single industrial concern under 
corporate or co-operative sector as also to partnership, sole proprietorship or Joint Hindu 
Family. It also provides financial assistance generally to those industrial concerns whose paid 
up share capital and free reserves do not exceed Rs. 3 crore and to lay special emphasis 
on the development of backward areas and small scale industries. It subscribes or purchases the 
stock, shares, bonds or debentures of an industrial concern subject to a maximum of 30 percent 
of the subscribed capital or 30 percent of paid up share capital and free reserve of the concern, 
whichever is less. 


108 


Ashish Kuamr Sana and Susanta Kanrar 


Exhiblt 2: Schemes Offered by WBFC 


Name of the Eligible Sector Purpose of Scheme Amount of Loan 
Scheme 


Tiny, small scale|e For acquiring fixed and/or current| e For proprietary firm, 
industries, medium] assets for seiting up new industrial| partnership firm may get 
scale industries and| service unit for expanding modemi-| Rs. 2 Crore (may raise 
service sector zing, diversifying of units. ` upto Rs.8 Crore) 

+ For professional practice such as|e For others the amount of 
consultancy venture, tourism related} loan is Rs. 5 Crore (may 
activities, rendering medical services,| ^ raise upto Rs. 20 Crore on 
setting up restaurants/infrastructure, case to case basis and 
information technology projects, cons-| subject to availability of 
truction projects transport sector etc. clearance from SIDBI). 


+ Rs. 1.50 Lakh (Max.) only 
under Bangla Swanirbhar 
Karmasansthan — Prakalpa 
(BSKP) 

+ Rs.0.50 Lakh (Max) in 

other Cases 

































































Tiny Sector For acquiring fixed assets and/or working 


capital 























(iii) Scheme for For acquiring new passenger, commercial | 75% of Project 
Small Road vehicles and for meeting initial taxes, f (Maximum Vehicle-20) 
Transport insurances etc. 

Operators (SRTO) 


Cost 





























(iv) National 
Equity Fund 
Scheme (NEFS) 






Tiny Sector, SSI and 
Service Sector 


Same as applicable under General 
Scheme 


* Term Loan Rs. 32.50 Lakh 
(Max.) 

* Soft Loan Rs. 10.00 Lakh 

(Max.) 


Rs. 1.34 Crore (Mex) 
(Including term and working 
capital loan 



















(v) Single 
Window Scheme 
(SWS) 











Tiny Sector, SSI and 
Service Sector 


For acquiring both fixed assels and as 
|working capital for acquiring current 
assets 



























(vi) Technology 
Development and 
Modernization 

Scheme (TDMS) 









Tiny Sector, SSI and 
to units graduating to 
MSI (within an 
overall investment 
ceiling of Rs. 375 
Lakh in Plam and 
Machinery) form SSI 


+ For acquiring capital equipment, need 
based civil work (nol exceeding 25% 
of the Project Cost) 

+ For acquisition of additional land 

* Acquisition of technical knowhow, 

deigns, drawings and fashion forecast, 

where relevant (o specific product 
group. 

e Upgradation of process technology 
and products with thrust on quality 

improvement 


Rs. 0.67 crore (max.) 
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Name of the Eligible Sector Purpose of Scheme Amount of Loan 
Scheme 


(vii) Technology | Tiny Sector, SSI and|« Technology upgradation and [Same as applicable under 
modemization of production facilities |General Scheme 
Units engaged in twisting, wool 
scouring and combing, synthelic 
filament yarn texturing, crimping end 
twisting, spinning, viscose filament 
yarn weaving, knitting including non- 
woven fabric embroidery and 
technical textiles, garments and made 
up manufacturing, processing of 
fibers, yarn, fabrics, garments and 
made-ups are eligible borrowers. 









































Scheme for Jute 
and Textile 
Industry 


(TUFSITI) 


new or existing) 


> 





































(viii) Equipment 
Refinance 
Scheme(ERS) 


Tiny Sector, SSI and 
Service Sector (units 
may be new or 
existing) 


Acquisition of machinery/equipment, 
including DG set,  indigenous/ 
imported, which are not related lo any 
specific project 

Additional need based civil work at 
the existing location, miscellaneous 
fixed assets, additional MWC (nol 
exceeding 25% of the project cost) 
may also be considered. 


Same as applicable under! 
General Scheme 


















Acquisition of machinery/equipment, 
including DG set, indigenous 
imported, which are not related to any 
specific project 

e Additional need based civil work at 
the existing location, miscell-aneous 
fixed assets, additional MWC (not 
exceeding 25% of the project cost) 
may also be considered. 


Same as applicable under 
General Scheme 




















Tiny Sector, SSI and 
MSI (units may be 
new or existing) 


(ix) Extended 
Credit Facility 
Scheme (EFS) 
























Small & Medium 
Enterprise. Existing 
borrowers of the 
Corporation having 
excellent track rec- 
ords are primarily 
eligible. However, 
existing good units 
not assisted earlier 
wil also be consi- 
dered on merit. 


(x) Working 
Capital-cum-Term 
Loan Scheme 

(WCTLS) 


For financing working capital Need based working capital 
requirement less margin of| 


25% 
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Purpose wise financial assistances to MSMEs provided by the WBFC are shown in 
Exhibit-3. 


Exhibit 3 : Purpose-wise Loan Sanctloned for the Period from 2008-09 to 2009-10 


2009-10 Since Inception 


uu a sf Units | ce I ak | of Unis | s inr 
(Rs. In lakh) | of Units | (Rs. In lakh; (Rs. in lakh) 












[Nee profess | 125| 1088928 [zm | 1,060.54 [163 [12724819 | 
| Expansions — [ i26 — [936075 — [97 | 6314.66 |4943  ] 6650433 | 
| Diversifications [ 1 — [300 — [2 ^— [16 [4 [1051 | 
| Rehabilitations |] 5 — — [1125 — [o — [o — [es [1015 | 
| Modernizations | 21 ^ [2,9571 — [1s — [| 129155 — [252 — [| 9,162.87 | 
mm [asosa sm — esos aues zum] 





Source : Annual Reports of WBFC 


From Exhibit 3 it has been found since inception WBFC provided more assistances to new 
project units. In the financial year 2009-10, 125 units were benefited from this institution with 
an amount of Rs. 10,889.28 lakh, although the amount was slightly higher in the previous year. 
126 industrial units received financial assistance for their expansion purpose during the financial 
year 2009-10 and the amount was Rs. 9,360.75 lakh, whereas in financial year 2008-09, Rs. 
6,314.66 lakh was sanctioned for 97 units. Since inception to 2009-10, total 4,943 SSI units 
got financial assistance for their expansions and an amount of was Rs. 66,504.33 lakh sanctioned 
to them. In financial year 2009-10, only one unit got assistance for diversification purpose 
and an amount of Rs. 300 lakh was assisted. For rnodernization of existing units, WBFC granted 
assistances to 2] different industrial units an amount of Rs. 2,795.71 lakh in the financial year 
2009-10. Since inception till the financial year 2009-10, almost 22,013 MSMES benefited from 
the WBFC with an amount Rs. 2,27,142.88 lakh. 


WBFC offers loan to different sectors of MSMEs. Exhibit-4 shows the sector wise loan 
sanctioned for the period from 2008-09 to 2009-10. 4 
Exhibit 4 : Sector wise Loan Sanctioned for the Years 2008-09 and 2009-10 


[. 2008-09 ^ [| 20919 — | 
GUERRE HS 
Units (Rs. in Lakh) Units (Rs. in Lakh) 

| Micro & SSI units Js | — 1200. ] 27 | 132 | 
E NER RN 
Operators (SRTO) 

[Medium Scale Enterprises (MSE) — | 36 [| ^ 6617 | si | 10190 | 
[Tot tt [ 19920 | 308 | 2397 — | 


Source : Annual Reports of WBFC 
In the financial year 2009-10, 227 micro and SSI units got assistance from the WBFC an 
amount of Rs.13, 268 lakh, whereas in the previous financial year the number was 175 and the 
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loan sanctioned was Rs. 12,210 lakh. In case of Small Road Transport Operators sector, number 
of units are same in both the years though amount of assistance much higher in financial year 
2009-10. Medium scale units assisted by Rs. 10,190 lakh in the financial year 2009-10 whereas 
in the previous year the amount was Rs. 6,617 lakh. 

Trend of loan disbursement and number of units of MSMEs benefitted for the period from 
1999-2000 to 2009-10 are shown in Exhibit 5. 
Exhibit 5 : Trend of Loan Disbursement from 1999-2000 to 2009-2010 


% of Increase or Decrease 
in loan per unit 


19.225 35.092% 
23.815 23.875% 
34.846 46.319% 





Source : Annual Report of WBFC, Various years 
Descriptive Statistics 


[Variables | Minimum |. Maximum — Sum | 
241.00 749.00 4676.00 | 425.0909 175.32054 
Amount Disbursed 7996.00 | 23637.00 | 172524.00 | 15684.0000 | —4669.31286 


Loan disbursed per unit is positively increasing over the years except the year of 2000-01. 
Although the total amount of loan disbursed as well as number of units in the year 2000-01 was 
more than the year of 1999-2000. From the above exhibit it has been found that during the period 
minimum and maximum numbers of units were sanctioned loan assistance in the year 2008-09 
and 2001-02 respectively. Total numbers of units were benefited during the period was 4676. 


For proper managing the different types of activities relating to the receiving of loan 
proposal, managing of such proposal, disbursement of ioan, WBFC divided the entire state 
into four categories. Exhibit-6 shows the disbursement of loan based on geographical spectrum. 

Overall growth of loan disbursement is 12% in financial year 2009-10 in comparison with 
the previous year 2008-09. Category ‘B’ districts consisted the industry-oriented seven districts 
and almost 75.7496 of the total loan has been disbursed in financial year 2009-10 whereas in 
Category ‘D’ districts captured only 6.29% of the total loan in financial year 2009-10. Category 
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‘A’ districts covered only by the Kolkata Municipal Corporation and loan disbursed to MSMEs 
was 10.6696 of the total loan in the financia! year 2009-2010. 


Exhibit 6 : Geographical Spectrum of Disbursement of Loan 
Cate- Loan Disbursement | Loan Disbursement Percentage of 
gory 2008-2009 2009-2010 growth/(fall) 
Rs. in Rs. in wr.t. to 
Lakh Lakh 2008-2009 
A. Kolkata Municipal 18.86% 10.66% (37)% 
Corporation (KMDA area) 


























North and South 8,463 50.77% 75.74% 67% 
24 PGS, Howrah, 
Hooghly, Bardhaman, 
Nadia & Purba Medinipur 
c. Murshidabad, 577 3.46% } 1,367 7.3196 137% 
Birbhum, Malda, 
Jalpaiguri and Darjeeling 

Purulia, Bankura, Pashchim | 4,484 26.91% | 1,173 6.29% (74)% 

Medinipur, Uttar and Dakshin 

Dinajpur, Coochbehar 

and Sunderban Areas 

Loan sanctioned, disbursement, recovery and number of units of MSMEs benefitted for the 

period from 2000-01 to 2009-10 are shown in Exhibit 7. 


Exhibit 7 : Loan Sanctioned, Disbursement, Recovery and No. of Sanctioned Units for 
the Period from 2000-2001 to 2009-2010 


Units (Rs. in Lakh) (Rs. in Lakh) (Rs. In Lakh) 
EC | 5s | m —| we | "M | 
[xm | —5 —| ume — [ 15 — | «9 — 
[osos | 3m | 9 —| 3m ——| ne 
[meo | 9 | 1e | Bes | 99 
EE 
[oa — [| as — [| — 162m | — r9 | — 3668 | 
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Descriptive Statistics 


Variables 


Std. Deviation 


Loan Sanctioned 9492.00 23637.00 16721.80 4414.89655 


Loan Disbursement 6879.00 18688.00 | 12319.00 |  3540.85906 
Total Recovery 9327.00 | 1820600 | 13666.80 2821.57733 


Correlation between Loan Sanctioned and Loan Disbursement 


Varlables Loan Sanctioned Loan Disbursement 
Loan Sanctioned — | Pearson Conemion | 1| ET 
Sg Qui | — —  --] 


Les Dis am | — — 4. 
















[Sg Gui | — — 9] 
a 5w.] 


** Correlation is significant at the 0.0! level (2-tailed). 





It has been found from the above exhibit that total amount of loan assistance sanctioned 
during the period from 2000-01 to 2009-10 was Rs. 167,218 lakh for 4223 units. At the same 
period Rs.123,190 Lakh was disbursed and Rs.136,668 lakh was recovered from the MEMEs. 
The loan recovery rate is highly satisfactory. The average loan sanctioned, disbursed and 
recovery were Rs.16,721.80; 12,319.00; 13666.80 lakh respectively. It is further observed that 
there is a positive correlation between loan sanctioned and disbursement which is .867 and 
significant at the 1% level. 

Along with financial assistances, WBFC also provides non-financial assistances which are 
basically fee-based services to the MSMEs. Some of the services mentioned below: 

* Project advisory and investment appraisal of small scale units; 

* Project conceptualization and related services. It includes the followings— (i) guidance 
in relation to selection of projects; (ii) preparation of feasibility studies, capital structuring, 
techno-economic feasibility, financial engineering, project management design etc. 

* Provides guarantee for loans raised by industrial units from commercial banks and state 
cooperative banks. 

+ Subscribe the shares, bonds and debentures of industrial concerns but not of any company 
having limited liability. 

* Underwrite the issue of shares, bonds and debentures of industrial concerns. 

* Documentation of various project documents. 

+ Placement of debt-equity including (i) design of the structure of instruments (ii) placement 
of instruments with financial institutions, bank etc. 
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* Provides guarantee for loans raised by industrial concerns which is re-payable within a 
period not exceeding 20 years and which are floated in the public market. 

* Provides guarantee for deferred payments in cases where industrial units have purchased 
capital goods on a deferred payment basis. 

¢ Assist in organizational structural changes like : (i) analysis of operational performance 
(ii) study of existing organizational structure (iii) study of the existing statures and rules 
and regulations (iv) market analysis with respect to products (v) review of domestic and 
international scenario (vi) valuation of fixed assets and inventory (vii) advising on formation 
of new entity (viii) preparation of relevant agreements/legal documents. 

* Provides guarantee for deferred payments in cases where industrial units have purchased 
capital goods on a deferred payment basis etc. 


VI. Conclusion and Suggestions 


State Financial Corporations are playing an active role for promoting and developing of MSMEs 
throughout the country. The activity of WBFC towards the development of MSMEs within 
its limited financial capacity is also praiseworthy. WBFC is also continuously trying to reach 
more and more small-scale units in the state of West Bengal. Its increasing rate of loan assistance 
brings MSMEs form sick units to a viable one in so many cases. It has been found that few 
districts of the state are not getting this assistance adequately. The reason might be either 
insufficient number of encouraging entrepreneurs, or unable to set up new projects in their 
areas. So, WBFC should establish more branches in rural districts particularly in Birbhum, 
Coochbehar, Dakshin Dinajpur, Malda, Murshidabad and Paschim Medinipur. WBFC should 
arrange some short-term courses for entrepreneur, relating to training and other technical issues. 
To make an effective promoter of the MSMEs sector, it may also offer awareness training 
programmes to the potential small entrepreneurs even with the help of District Industries Centre 
(DIC) and also organize to assist special type soft loan for the MSMES so that inclusive growth 
would be achieved. Their loan payment procedures also require making someway easy so that 
the small entrepreneur can understand and access financial and other assistance. 
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Abstract : The mall phenomenon as a single-point destination for shopping, food and entertainment, 
has revolutionized retailing. Along with the air-conditioned shopping ambience, quality products, service, 
convenience and comfort, consumers are offered in-house parking, entertainment in multiplexes, gaming 
facilities, play areas for children and food courts in the malls. Retail giants have transformed the activity 
of shopping, movie-watching or dining, to an experiential, lifestyle activity. Consumers’ gradual preference 
for shopping in malls, as a mark of acceptance of this change, has significantly affected the stand-alone 
retailers in those parts of the city marked by the presence of malls. However in areas nol in the vicinity 
of malls, such as North Kolkata, stand-alone stores have not felt such adverse effect. But the large 
organized retailers are expanding on a massive scale to get the early-mover advantage; so it is a matter 
of time before they pan out in virgin-catchment areas of North Kolkata and Howrah. India's retailing 
landscape has more than 12 million “mom-and-pop” stores that are not likely to idly watch their 
businesses erode as !-rge retailers encroach on their territory. They are therefore revising sales strategies 
and focusing on concepts like improving customer service and offering discounts, etc to sustain themselves. 


Key-words : Organized retail; shopping malls; stand-alone (Kirana) stores; consumer behaviour; impact 
of change. 


Introduction P 

As the shopping malls currently gaining ground wean a large section of the consumers away 
from the mundane shopping experience, they introduce them to the pleasures of exploring these 
malls. Food, grocery and apparel account for a substantial part of the Indian consumer's 
spending, and the supermarkets are inadvertently taking on the local kirana stores with their 
aggressive plans for expanding and establishing organized retail formats ranging from large 
supermarkets to small convenience stores. With supermarkets having provision for meeting both 
monthly and top-up needs of consumers like milk and bread, which so long was chiefly catered 
to by the kirana stores, the extent of impact on the mom and pop stores remains to be seen. 
The change in consumption patterns has been witnessed by the stand-alone retailers in renowned 
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shopping zones in Kolkata. It has predictably taken a toll on their sales, but more importantly, 
it has forced them to revise their strategies and focus on hitherto unknown concepts such as 
custorner service and discount. India's retailing landscape has more than 12 million mom-and- 
Pop stores that are not likely to idly watch their businesses erode as large retailers encroach 
on their territory. The question also being asked is, whether they should feel threatened about 
their existence in this changing scenario and are they equipping themselves with survival 
Strategies. This is the issue we are addressing through this study. 


Literature Review 


The Parliamentary Standing Committee on Commerce, in its report submitted on June 8, 2009 
on Foreign and Domestic Investments in the Retail Sector has stated that, “a blanket ban should 
be imposed on domestic corporate heavyweights and foreign retailers frorn entering into retail 
trade in grocery, fruits, vegetables and restrictions should be entered for opening large malls by 
them for selling consumer products." It recommended that the government should protect small 
and medium retailers by adopting a reservation policy, similar to the small scale industry policy. 
Currently FDI policy for the retail sector is governed by Press Note 3 (2006). It liberalized 
FDI in the retai] trade sector and permitted FDI upto 5196 in single-brand retail. In wholesale/ 
cash and carry trading, currently 100% FDI is permitted under the automatic route. There is 
a consensus amongst the trade associations and industry that the retail sector should be opened 
in a staggered manner and adequate protection be provided to ensure that large corporations 
do not oust small retailers through unfair means. Though the recommendations of the Committee 
are non-binding, it has recommended the need for setting up a Retail Regulatory Authority 
to look into anti-competitive behavior leading to abuse of dominance of the large retailers; 
and also the establishment of a National Commission, to study the problerns of the retai! sector 
and to evolve policies that wil] enable it to cope with FDI (Satvik Varma). 


Mr. S. Ramesh Kumar, [Professor of marketing at the Indian Institute of Management, 
Bangalore (IIMB)], who has recently done a study on the retailing sector, said “Kirana shops, 
which number around 15 million to 20 million, are part of Indian shopping culture. They are 
spread throughout the length and breadth of the country and cannot be completely displaced by 
modem retail formats in the foreseeable future.” Another survey conducted by consulting firm 
McKinsey, said that by 2015 India was likely to be a US$450 billion retail market. Organized 
retail would grow from 5% to 1496-186 by 2015, and that “mom-and-pop stores will continue 
to remain relevant across large and small towns." A study by Technopak Advisors suggests 
that kiranas will not be beaten down by supermarkets just yet. As Indians are becoming addicted 
to shopping and the retail environment, both traditional and modem outlets will benefit and are 
expected to grow by 42% in the next five years. Modem retail outlets will account for 15% of 
that growth and grow by 75% by 2011. While highlighting that local stores located close to 
hypermarkets and supermarkets will be more affected than others, Mr. Arvind Singhal, Chairman 
of KSA Technopak, says “In India, the kiranas will coexist with modern retail for many decades 
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to come.” He also suggests that there are several options for them to convert their stores into, 
before going out of business. "Telecom retailing outlets can be put in morn and pop stores 
and some current retailers could become food service retailers and others could become cyber 
cafe owners." It is reported that even though organized retail sector is picking up speed, sales 
in the unorganized sector in India added up to Rs. 5,83,000 crore, while the organized sector 
was only Rs. 5,000 crore (Economic Times, 2006). These figures suggest that consumers still 
shop more at local stores. Even though malls, supermarkets and hyperrnarkets are the preferred 
formats by shoppers, manufacturers are keen on increasing their time and resources on local 
kirana stores, such as chemists and pan-beedi stores (Economic Times, 2006). Smaller trade 
channels are being noticed by companies who feel that modern retail cannot grow at the cost 
of the old and traditional retail stores. Several companies like Hindustan lever Limited through 
their Super Value Stores, are forming specialized and dedicated teams for trade marketing to 
build relationships, manage space and teach these small traders how to increase visibility and 
signage. At the symposium ‘Insight 06° Mr. Rajan Chhibba, Managing Director, Intrirn, said, 
“Though emerging modem retail is inevitable, it will not eat into the share of kirana stores. 
Mom-and-pop stores will also upgrade themselves and co-exist. Modem retail is like an express 
highway. “Just because we have express highways, we cannot do away with other roads. They 
(kiranas) are also equally important for the economy. Our traditional pani puri stalls outside 
McDonald's outlets are still doing brisk business." At the same event, Mr. A. Mahendran, 
Managing Director of Godrej Sara Lee said, though modem retail is all setto change 
consumerism in the country with Reliance, Tatas, Pantaloons investing heavily in the industry, 
local Airanas will retaliate by improving customer service and relationship. “For example, those 
shops will upgrade services by offering door deliveries and extending interest-free credit to 
their customers and so on”. Traditional mom-and-pop stores will survive by converting 
themselves into self-service formats. Assocham's President Mr. Anil K. Aggarwal feels that 
permitting multi-brand retailers to enter India will not affect kirana shops adversely and will 
instead benefit the average consumer by increasing competition. 

The average Indian shopper unlike his/her Western counterpart has not been noted as an 
impulsive buyer. The list and budget is drawn out at the beginning of the month and allegiance 
to the local grocer still survives. Content analysis from various printed articles also illustrate 
that consumers still prefer to continue their purchases from traditional retailers within their 
locality, “I need lots of clothes to wear to college and it is unwise to spend too much money 
buying exorbitantly-priced outfits. The malls have everything under a single roof and the quality 
is indeed good. But my priority is to ensure the best bargain for my money. Thus, I prefer 
Sreeram Arcade and New Market (Ms. Lahori Chowdhury, first-year student Kolkata),” “There 
is absolutely no justification in running to these malls to buy household articles. There is a wide 
variety on offer at New Market and Gariahat and it is wiser to spend money buying things 
from there. I don’t care much for ambience as long as I get what I am looking for and it is 
within my budget (Mrs. Sujata Guha, housewife, shopping at Gariahat)” 
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An interesting perspective is noted in an online discussion by singling out the consumers 
(Yazad, 2004). “It’s a common misconception that big organized retail players like Wal-Mart 
push out mom and pop stores. It doesn’t. Consumers do, by preferring Wal-Mart to smaller 
stores. There is an essential difference. Wal-Mart cannot prevent you or me from buying from 
other stores (like for example a government regulation can). I have found grocery shopping 
easier in large malls. All the fruits/vegetables are there (some of them pre-cut), and everything 
I require like masalas, grain etc. Also, it's easier to browse and select brands in a supermarket 
compared to a grocer (bania) who might give you very little choice. Once margins are lower, the 
‘sale season’ will be a thing of the past. Ex. Big Bazaar—every time I’ve been there something 
or the other is marked down for a sale.” The cost factor too predominates in the choice exhibited 
by consumers, “I'd look at the cost of transport (home to mall and back) and compare it with the 
savings made while shopping at the mall. If cost is less than savings, we'd see a retail boom." 
The logistical problem in India as an impediment to supermarkets has also been noted (CK, 
2004). “The superstores will be a logistical problem in India because of the following reasons : 


1. People will only go to the super store to stock up on supplies. 
2. Indians have got a fetish for ‘fresh’ food. 


3. They only work in USA because everybody has cars. You cannot stock up on a month’s 
worth of groceries and take public transport - you just would not be able to carry it all. 
From an economic point of view the mom and pop stores should compete or go out of 

business, but from a logistical point of view and knowing the infrastructure problems and the 
attitudes of people in India, I doubt large malls will be a success.” Whether the malls can target 
all sections of the society, is also a factor that measures the impact on kirana stores. “It would 
be interesting to see how retail giant companies target the large base of smaller town customers 
who thrive on small purchases and use credit facilities offered by the kiranawallaha's. How 
would they tackle the disposable income issue especially for people who survive on weekly 
wages and those that earn just enough to meel their needs? (Prashant, 2006)". 


According to Mr. Ajay Dua, Secretary, DIPP (Department of Industrial Policy and 
Promotion), whether or not the sector is fully open to foreign retailers, domestic retailers will 
face stiff competition from home-grown organized retail chains (2006). The State's research 
economists at the Jawaharlal Nehru University are studying the models followed by the 
European countries to regulate big retail outlets. In UK, permission to shops that exceed 1,000 
square metres is given after evaluating impact on corner shops and employment. In Germany, 
retail centers are not allowed to exceed 1,200 square metres to avoid negative environmental 
and commercial impact. Guidelines from the European models will be adapted to match the 
Indian context. The results together with some suggestions could form a loose model for future 
investments. The corporate retail outlets are to be kept outside city centers and also the size of 
the plots that can be acquired by them is to be capped. "This will prevent large-scale retail 
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operations and will allow smaller entities to come up.” Need to protect comer shops from 
being squeezed out by retail giants is guided by various cited reasons such as the stagnation 
in manufacturing, the overcrowding in agriculture and the low wages in both sectors. “It 
becomes almost a natural decision for an individual to set up a small shop or a store depending 
on his or her means and capital.” It is expected that any suggestion proposed to the Centre 
would most likely be implemented in Bengal. The present study thus finds its relevance in 
the above-mentioned backdrop of Kolkata. 


Retailing in India 


The word retail is derived from the French word ‘retailier’ meaning to break bulk or breaking 
bulk quantities into smaller saleable units. Usually a retailer buys goods or products in large 
quantities from manufacturers, or importers, whether directly or through a wholesaler, and then 
sells individual items in small quantities to the general public or the end-user. In simpler term, 
it implies a first-hand transaction with the consumer. Retailing involves a direct interface with 
the consumer and the co-ordination of business activities from end to end ~ right from the 
concept of design stage of a product or offering, to its- delivery and post-delivery service to 
the consumer. i 


Retail in India is classified broadly into two sectors, organized retail and unorganized retail. 
The unorganized sector which presently represents more than 95 percent of the total retail 
market is characterized by typically small retailers, more rone to tax evasion and lack of labour 
law supervision. India is one of the largest unorganized retail markets in the world and more 
than 96 percent of the retailers work in less than 500 sq.ft. area. They are mostly small 
individually owned businesses, average size of outlets equal 50 sq.ft. In grocery shops, boys 
perch precariously on ladders to fetch jars from remote crannies. In the bookshops, browsers 
brush against each other as they squeeze past each other in crowded aisles. Sorne of the famous 
clothes shops are reached up narrow, twisting staircases. Most Indian shops belong to the 
unorganized sector; small, family-owned shops surviving on unpaid labour and often, free land 
for a small stall. The organized sector is not just about stocking and selling, but robust supply 
chain management, developing vendor relationships, quality customer service, efficient 
merchandising and timely promotional campaigns. It is characterized by typically large number 
of retailers, greater enforcement of taxation mechanisms and better labour law monitoring 
systems. 


Since 2001, A.T. Kearney has published the Global Retail Development Index (GRDI), 
a survey to help retailers prioritize their global developrnent strategies. The index ranks 30 
emerging countries based on more than 25 macroeconomic and retail-specific variables. Each 
year, the world map of opportunities changes for retailers. India has steadily risen on the GRDI 
and has claimed the top position for three consecutive years from 2005 to 2007. In 2008, India 
ranked second having lost the top position to Vietnam (Table 1). 
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2008 | Country | Region Country | Market Time |GRDI| Change in rank 
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Organized retail presently constitutes a very little share of around 4.6 percent of the total 
retail market. Of that, 96 percent is in the ten biggest cities, and 86 percent in the biggest six. 
Through the 1990s organized retail in India added just lmillion sq.ft. of space a year. From 
2001 onwards, the pace quickened dramatically. In 2003 alone, 10 million sq.ft. was added by 
this fledgling industry (The Marketing Whitebook 2005). The Indian retail market is estimated 
at US$ 280 billion. But organized retail is estimated at only US$ 14 billion. However by 2010, 
organized retail is expected to grow to US$ 30 billion—the opportunity of growth is huge (The 
Marketing Whitebook 2009-2010). India's overall retail sector is expected to rise to $833 billion 
by 2013 and to $1.3 trillion by 2018, at a CAGR of 10 percent (India Retail Report 2009). 


Figure 1: Mall Supply in India 2007-2008 
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Table 2 : Number of Formats of Indian Retailers 
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The sector accounts for over 1096 of the country’s GDP and 8% of total employment of 
the nation's workforce. The growth in the retail sector has driven a mall building boom across 
the country, with the total number of malls expected to increase to 600 by 2010 from an 
estimated 300 by end of 2007. Several retailers, including Indian corporates, have been foraying 
into the retail sector through several formats, unlike foreign retailers who usually maintain 
three to four formats (Table 2). 


The retailing formats in India can be categorized as: 


Hypermarkets—huge stores between 50,000-1,20,000 sq.ft. area, that offer products 
ranging from grocery, fresh and processed food, beauty and household products, clothing, books 
and appliances etc. Ex. Big Bazaar, Spencer's Hypermarket. 

Supermarkets—large self service outlets, offering not only household products but also 
food as integral part of their services. The family is the typical target custorner and located 
in or near residential high streets, these stores contribute to 3096 of all food & grocery organized 
retail sales. Supermarkets can further be classified as mini supermarkets typically 1,000 sq.ft. to 
2,000 sq.ft. and large supermarkets ranging from of 3,500 sq.ft. to 5,000 sq.ft. Ex: Food Bazaar. 

Department Stores—generally large layout ranging from 20,000-50,000 sq. ft and further 
classified into localized departments with a wide range of merchandise mix, usually in cohesive 
categories like garments, fashion accessories, gifts, toys and home furnishings. Ex. Shoppers 
Stop, Piramyd, Lifestyle, Pantaloons, Westside. 

Convenience Stores—relatively small stores with 400 sq.ft. to 2,000 sq.ft. area located 
near residential areas. They stock a limited range of high-turnover convenience products and 
usually open for extended periods during the day, seven days a week. Prices may be slightly 
higher due to the convenience premium. Ex. Fresh n' Nice, Spencer's Fresh. 

Specialty Stores—single-category focused and have individuals, group clusters of same 
class with high loyalty prone categories of products. Ex. Bangalore based Kids Kemp, 
Crossword, the music chains Music World and Planet M. 

Discount Stores or factory outlets—offer discounts on the MRP through selling in bulk 
thus achieving economies of scale or through selling excess stock left over at the season. The 
product category can range through a variety of perishable/ non perishable goods. Ex. Subhiksha. 

MBOs (Multi Brand outlets) also known as Category Killers—focus on a particular segment 
and offer several brands across a single product category, usually at affordable prices due to the 
scale they achieve. These usually do well in busy market places and Metros. 

Shop-in-Shop—Many retail brands are devising strategies to scale their store size in order 
to gain presence within the large format department or supermarket within these malls, They 
have limited space and have to rely on a very efficiently managed supply chain system. Ex. 
Infinity, a retail brand selling crystal ware and jewellery from Kolkata's Magma Group has 
already established presence in over 36 department chains and exclusive brand stores (ex; 
Starmark in Kolkata) in less than five years. 
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While the economy was growing at a robust rate of nearly 8 percent, the retail sector 
witnessed notable growth due to an unprecedented consumption boom. The multiple factors 
driving this boom are favourable demography with roughly 60 per cent of the total population 
below 30 years of age group, higher disposable incomes of young middle class consumers due 
to employment in IT, management and increasing number of working women and change in 
consumption pattern with high aspiration levels (The AC Nielsen Online Omnibus Survey 2005 
has rated India in the highest category of Aspiration Index, especially in consumer durables 
segment, in Asia along with China, Indonesia and Thailand), easier consumer credit with low 
interest rates and aggressive marketing by companies. 

But at this juncture we should keep in mind that the present general slowdown in the 
economy due to the global crisis marked with credit crisis and industrial slowdown is expected 
to affect the growth of organized retail in the country. So the assumed GDP growth of 896 
to 10% during 2007-12, leading to 45% - 50% growth in organized retail (ICRIER report to 
the Union Commerce Ministry, 2008) would have to be revised for 2008 to 2010 presently. 
However, the downturn phase can be assumed to be a temporary, passing one, and with the 
retum of the boom phase, growth of organized retailing and consumption by the Indian 
consumers is going to take a higher trajectory. From the period April 2009 to July 2009, the 
Sensex has registered a growth of 3596 in 3 months. Subsequently, the present phase can be 
favourably construed as an opportunity for the retail industry to correct its operational structure 
and build consumer-centric strategies. - 

When a new mall commences operations in a locality, there is an immediate impact on 
the neighbourhood which includes the employees, suppliers and consumers of that mall. Even 
in a latent manner, the malls re-shape the nature of our physical and psychological environment. 
On a broader platform, it thus contributes to the collective identities of our societies. One of 
the principal objectives of this study is to chronicle such change that has encompassed Kolkata 
ever since the focus on organized retail has steadily gained ground. An honest attempt is made 
to highlight the impact if any, on stand-alone stores because of this change and how they are 
gearing up and equipping themselves to ride on the wave of socio-economic change that is 
gradually sweeping through. 


Objective of the Study 
The mall phenomenon has transformed the way people shop, are entertained and have 
significantly increased consumer spending. The broad research questions that formed the basis 
of this explorative research are: 
l. Have the stand-alone retailers measured a decrease in the quantity of their sales, given 
the phenomenon of organized retail gaining momentum? 
2. Does the measured effect on sales differ for standalone retailers in areas not in the vicinity 
of malls? 
3. What do the standalone retailers perceive as possible reasons for the change in consumers’ 
gradual shifting shopping preference to malls? 
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4. What are the steps standalone retailers believe they ought to take to maintain their 
sustainability in this changing scenario? 


Sample Selection 


In order to establish the association between the burst of new retail malls across Kolkata and 
its significant effect on sales that has been witnessed by the stand-alone retailers in renowned 
shopping zones in the city, a sample of 100 stand-alone shops (garment and provision stores); 
50 stores in South Kolkata from Gariahat Market, Lake Market, New Market and New Alipore 
area and 50 stores in North Kolkata from Shyambazar — Hatibagan, Burrabazar area have been 
selected according to convenience, as the subject of the explorative study. Shops with space 
of 500 sq.ft. and above has been the basis for such selection. An important pre-requisite to 
the study has been the preparation of a questionnaire with close-ended and open-ended 
questions. The close-ended questions would enable to keep the study within well-defined 
parameters to assess the extent to which their customer base has been diverted to the malls, 
while the open-ended questions would simultaneously reflect the diverse opinion of the stand- 
alone shops regarding their strategies implemented to survive and compete vis-à-vis the shopping 
malls. The main criteria behind selection of Gariahat Market, Lake Market, New Market, New 
Alipore, Shyambazar, Hatibagan market as constituents of the market survey, has been the 
availability of data from traditional established markets, where the impact could be well- 
substantiated. Appendix A provides names of the stand-alone stores visited for the purpose. 
Research Methodology 

a) Consideration of Time Period 

In order to put forward the market study for the purpose of establishing the relation between 
the establishment of shopping malls and the extent of impact sustained by the stand-alone 
retailers, a period of four financial years 2002-03, 2003-04, 2004-05 and 2005-06 have been 
considered. The relevant data used for this purpose are figures that have been specified by 
the respective store-owners/managers in the course of their interaction through the questionnaire. 
b) Collection of Data 

Data for the market study has been collected primarily from primary sources, by personally 
visiting the 100 stand-alone stores and after the necessary introduction specifying the purpose 
of the visit, requesting them to furnish necessary details in the questionnaire-sheet specifically 
prepared for this purpose. 

c) Application of Methods 

The analysis and interpretation of data is done both graphically and mathematically. The primary 
data provided through the questionnaire is studied and analyzed with the aim of preparing and 
presenting a comprehensive chart. It has then been entered in Microsoft Excel. Using Statistical 
Package for Social Sciences (SPSS) the data from MS-Excel has been converted and datasheet 
tables and charts derived. 


Analysis and Interpretation of Data 
The analysis and interpretation of the available data of the sample collected from the stand- 
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alone stores are presented below through tables, charts and graphs. The observations derived 
from the analyzed data depict the following trends — 


Observations: While 55% of the stand-alone Figure 2: Number of Years in the Business 


retailers under the market-study have been in 
the business for more than 50 years, 30% of 
the stores have been retailing for a time 
period of 26-50 years, 10% have been in the 
business for 10-25 years, while the remaining 
5% are in retailing for less than 10 years 
(Figure 2). Thus majority of the shops that 
have been surveyed are traditional, matured 
shops, doing business for more than 50 years. 
Only 10% of the total shops under review 
claim to have branches. 


Figure 3 : Average Number of Customers 
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Observations: For the 80% of the total stand- 
alone retail shops that have higher sales on 
specific months compared to other months, 
33% have noted the increase in sales for 3 
months every year, 27% have higher sales for 
2 months every year, while another 27% have 
noticed such change for 4 months annually. 
The remaining 13% have felt the increase in 
their sales for | month every year (Figure 4). 


Thus it can be mentioned that, on an 


Percentage distribution of number of years in business 
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Observations: 80% of the total shops have 
higher sales on specific months compared to 
other months. 2096 of the stores however, have 
not noted any change in their sales during any 
specific month. For the retail stores that have 
higher sales on specific months, the average 
number of customers per month during peak 
season reaches 1263, during lean season the 
average number of customers per month drops 
to 550, while the figure during normal season 
stays at 650 (Figure 3). 


Figure 4 : Duration of Peak Season 
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average, peak sales are limited for 3 months every year, usually from October to December 
when the major festivals like Durga Puja, Diwali, Dussera, Christmas and New Year are 
celebrated and also several marriage muhurats (astrologically determined date and time for 
happy marriages) fall in that period. 
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Figure 5 : Change in Sales of Stand-alone Observations : In South Kolkata, of the 50 
!————., surveyed stand-alone shops: 
| 







+ 4% have suggested that there has been no 
change in sales in the last 3-4 years (Fig.5). 


| @ Another 4% have said that their sales have 
increased by 10% during that period. 
| Reasons stated for such increase were 
| — increase in the population of people and the 
3 li ensuing ever-increasing demand. 





i DARUM RE NN .. i + The following 92% have admitted that their 
sales have decreased gradually over last 3-4 years. For 14% stores, the sales have plummeted 
by 1094-1595. For 52% stores, the drop in sales is by 2096-2596. For 14% stores, the sales 
have decreased by 30%. For 12% stores, the sales have dropped by 6096-7095. On an average, 
we can thus cite majority of the stand-alone retailers at 52% and say that drop in sales is 
by 20% to 25%, as depicted in the graph. Figure 6: Possible Reasons for Decrease in Sales 
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shopping malls (Fig-6). With the diffusion (Figures indicate % among those who have noticed 
of lifestyle, as consumers have gradually change and sales have decreased) 
Figure-7 : Reasons for Customers Being Diverted increased their shopping at the 
to Shopping Malls malls, there has been a 
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from stand-alone stores. . This 
phenomenon has further been 
substantiated in the survey of 
consumers at the malls. 
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« 79% indicate that products of various categories are available under one roof. In the malls, 
where a typical format would have a supermarket, departmental store as anchor tenants 
which would serve as the footfall drivers, and a lot of other brands that would ride piggy- 
back on the popularity of the anchor tenants to bring in the footfalls, consumers can get 
a variety of product-mix and can pick up an assortment of products from branded garments, 
household items, groceries, floor cleaners, linen, stationery, music CDs, to vegetables and 
cold-cuts at the same time. Thus all the shopping requirements of the household are taken 
care of, in a single visit to the mall. 


+ 57% suggest the status symbol associated with visiting malls. For example: A consumer 
may pick up a pair of Levi's jeans at the branded outlet of a mail. He goes back to his 
friends and mentions that he has made his purchase from the outlet at Forum mall. It proves 
to be a mark of distinction for him. He is now a part of the elite group of clientele who 
frequent such places for their shopping. It fills him with a sense of satisfaction. It re- 
enforces the “been-there, done-that” motto, and proves to be a matter of enhancement of 
status and prestige for him. People come to malls for such status-related issues. 


e 43% agree that the attractive offers/schemes given by the shopping malls are the drawing 
factor. Apart from the ‘end-of-season’ sales, there are several attractive offers given by 
the giant retailers, such as the week-long carnival of Westside during Christmas and New 
Year, when each day of the week is dedicated to various age-groups, like kids’ day for 
drawing, fancy dress competitions, ladies’ day for hair braiding, tattoos and makeovers, 
men’s day for games such as tie-fixing, hoopla, guessing prices of displayed-products for 
prizes, etc. For the occasion of its 50^ store opening, Big Bazaar offered every 509 
customer purchases worth Rs 5000 free. The customer would be automatically informed 
when his bill was being generated that he was the lucky 50% customer and he would not 
have to pay the bill. Such varied offers attract customers to the malls. 


e 29% believe that people prefer the ambience of malls. The air conditioning, interior 
designing, brands, anchor tenants comfort and the overall environment of malls draw the 
consumers. 


21% attribute it to the entertainment before/after shopping available in the malls. Consumers 
can watch a movie at the multiplexes and spend time at the video game parlours apart from 
shopping at the malls. Recently Avani Galleria, the mall that was to come up at Park Street, 
has been converted to an office block due to doubts of its sustainability. Lack of a footfall 
driver like a multiplex and a food anchor among other reasons have been identified out 
as the major reasons, A retail address can’t survive anymore on shopping alone and allied 
entertainment such as food and movies play an important role for its success. Mr. Sumit 
Dabriwala, developer of The Metropolis mall on Hiland Park, has gone a step further when 
he emphasizes that now-a-days it is not even possible to sell residential property without 
bundling it with retai! and entertainment. 


Observations: Other factors also mentioned were: 
¢ Outlook of the people has changed. The new Indian consumer is young, aware, with greater 
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money and credit power and a desire to acquire the latest and the best. Their motto is 
“have money—will spend”. Attitudes towards money are also changing. If for most families 
some years ago, it was to save, today young Indians would rather spend. They now favour 
consumption over denial. They are also open to taking on credit-card debt. They also indulge 
in retail as a form of therapy. As the people succumb to the pressures of modern life, 
they turn to spending for relief. The act of buying takes some thought and involves an 
investment of time. All this makes one feel important and worthwhile. But most importantly, 
it distracts the person out of his pressure for that moment, which is why he feels relieved 
and happy doing it. 

* People have become more brand-conscious and trendy. They have developed a discerning 
eye and can't be easily fooled into acquiring products whose quality or label does not 
match one's expectations. People prefer brands as it helps them to upgrade their lifestyle. 
People are even willing to pay a premium for using the brand. Even at the sales offered 
by the departmental stores, quality is the key and the big brands on sale are more popular 
than the basics and draw a steady footfall. 

« Benefits of air-conditioning system and car parking facility. Given the climate of Kolkata, 
where it is humid and hot for around nine months every year, people prefer to shop in 
malls where there is air-conditioning. Also getting a place to park a car proves to be a 
great problem in the city and malls have addressed that problem by providing car-parks 
for a fee. Many of the big stores in the malls issue paid-parking coupons to the consumers 
at the time of billing, so that the consumers don't have to pay the parking fees. The coupons 
are usually valid for a period of two hours from the time of parking. 

+ Consumers are attracted by advertisements in newspapers, televisions and billboards that 
lure them to the malls. The advertisements glorify the experiences that can be had at the 
malls and such proclamations induce the consumers to the malls. 

Other Observations: Certain steps that have been suggested by stand-alone retailers that may 
be taken by them as remedial measures, so that they can survive in this scenario and also 
compete with shopping malls: 


¢ Give facility to the customers like air conditioning, car parking and entertainment etc. 
Since these facilities lure customers to malls, stand-alone retailers may provide them to 
consumers in an effort to retain existing customers and add new customers to their customer 
base. 


* Different product categories (like milk, vegetables, fruits, fish and meat) to be made 
available from a single outlet. For example: A local provision store in Ballygunge, South 
Kolkata has come up with an innovative idea and pulled up a cart in front of the store. 
The cart is laden with crates containing a small assortment of vegetables like potatoes, 
tomatoes, onion, ginger and a couple of seasonal vegetables. So people who will come 
to the store for spices, rice and oil, can pick up his choice of vegetables before leaving. 
It is his innovative way of adding a few more items to increase his product-mix. 


¢ Store interiors are to be upgraded. The local store must look pleasant and attractive with 
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clutter free formats so that they appeal to the customers who are already exposed to the 
glitzy and well formatted malls. 

+ Products should be in conformity with the demand of the local people. Yt is an important 
point to be noted by the stand-alone retailers. The local store-owners should be able to 
identify the needs of the local people, be aware of what they use; their consumption habits, 
the provisions and other household items that they use, and cater to it accordingly. Since 
the corner stores already have the advantage of location; if they can provide as per the 
individual tastes and choices of the local population, the customers who could then get 
their requirements met by the local store, would not travel to far-located malls. 

* Good quality products to be displayed. Products should be displayed in cabinets and should 
be of good quality. It has been noticed that people pay a lot of importance to quality 
and are willing to fork out that extra amount to avail of quality products. So apart from 
appealing to the visual senses of the customers products should conform to a certain 
standard quality. 

+ Attractive schemes and offers to be made available to customers. To enhance customer 
loyalty, seasonal offers, free gifts and discounts, for ex. Buy two, get one free etc, may 
be provided to the customers. 

Other observations: However, there are still some stand-alone retailers who feel they have 
no suggestions to offer regarding their survival strategies, given the preference consumers show 
towards shopping malls: 

* There is no way out but to accept the reality (Proprietor, Select Stores Agencies). 

* lt is not possible to change the situation (New Kamala Stores and Rabi Nandy, Sree 
Gouranga Bhandar, Gariahat Market). 

* There is not much that can be done about it (Manabendra Saha, Director, Traders’ 
Assembly). 


Observations: |n North Kolkata, of the Figure-8 : Change in Sales of Stand-alone 
surveyed 50 stand-alone stores, only 10% have Stores of North Kolkata 


noticed change in sales in the last 3-4 years: | Gige la ans ol 60 staid lira nen i Na olii 


+ 90% of stand-alone stores in North : '5*[7——-—-—— 
Kolkata have not noticed any such change ; 
(Fig. 8). 

+ For 4% stores, sales have plummeted by 
5% to 10%. 

e For 6% stores, sales have increased by 5% 
to 10%, 


An interesting observation is that there is a 
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dearth of shopping malls in North Kolkata : No. of stand-alone stores 
(Figure 9). 
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Figure 9 : Retail Vacancy Rates Sales for stand-alone stores have not 
(Source: Home Sweet Home 2007, The Telegraph) been affected in North Kolkata. So it can be 
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| be usually travel longer distances to South 
| ~ Kolkata just to stock up on their provisions 

‘Stand Alone | 


! or garments from malls. Jt is because of this 
i B Sud Aone raan ' | Phenomenon that the surveyed stand-alone 








shops in North Kolkata have not noted any major change in their sales unlike the stores in 
South Kolkata, 


Summary of Findings 


As has been represented in the analysis and interpretation of the sample data collected from 
100 stand-alone stores from renowned shopping zones of the city; correlating the advent of 
malls and the effect in their customer base in the last three to four years, a direct relation 
of the recent growth of shopping-malls and its adverse impact on the stand-alone stores has 
been established in cases where malls are located in the vicinity of stand-alone stores and a 
different result has evolved in only those cases of stand-alone stores where malls are not yet 
established in that locality. So while majority of stand-alone stores in South Kolkata have felt 
that with the changing scenario in modern retailing their sales have been affected in the last 
three to four years, a greater percentage of stand-alone retailers in North Kolkata have not 
detected any change in their sales during that period. It can thus be opined that the market 
survey report supports the theoretical claim that the recent growth in shopping malls have made 
a significant impact on the stand-alone stores, in those areas marked by the presence of such 
malls. However in those areas not in the vicinity of malls, stand-alone stores have not felt 
such adverse effect. 

The reason behind justification of the above fact is that the retail market in Kolkata is 
growing at a hectic pace. Also there has been a radical shift in the mind-set of the Indian 
consumer who now prefers consumption to saving. Apart from product quality and price, 
consumers prefer the unique experience that the shopping malls offer in the form of ambience, 
availability of several product categories under one roof, air conditioning system, car parking, 
etc, thus transforming shopping into an entertaining experience. It has also forced a few of 
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the stand-alone shops to revise their strategies and focus on concepts such as customer service 
and discount. Thus instead of feeling threatened about their existence, they are equipping 
themselves with strategies to increase their competitive advantage and remain sustainable and 
co-exist in this changing retail environment. The vital question remains that with retailers 
aggressively expanding operations and increased customer acceptance of organized retail, how 
big is the threat to the kirana stores. The analyzed data of the conducted survey has indicated 
that the stand-alone stores have felt a significant adverse impact in those areas marked by the 
presence of malls. Yet the present situation does not indicate that the kirana stores or corner 
grocers are likely to be wiped out from the market as in the West. 


Though organized retail sector is not fully open to foreign retailers, stand-alone retailers 
will face stiff competition from domestic organized retailers. In this scenario kirana stores will 
be seriously affected unless they can face the competition and promote consumer interest to 
survive. In many areas, several survival strategies are being implemented by the local kirana 
store owners. They are improving customer value by repackaging loose grain such as rice, sugar, 
pulses and other products in different packages of 100gms, 250gms and 500gms. While malls 
offer home delivery of goods provided the bill exceeds a certain minimum amount, kirana stores 
offer the same service for any bill size. They build a personal relationship with every regular 
customer and they know what a regular customer wants even before he/she enters the store. 
Also for people on the peripheries of the consumption cycle who survive on weekly wages 
and those who eam just enough to meet their needs, the traditional kirana stores who offer 
credit are the only answer. Kirana stores have improved their customer interface, their product 
mix and offer credit to their regular customers so that they can do more business than they 
did before. In an innovative manner, Hindustan Lever Limited (HLL) has tied up with 
neighbourhood grocery stores to convert them into “Super Value Stores" (SVS). Apart from 
drawing consum; away from kirana stores, organized retail gives the large retailers margin 
negotiating capacity with the FMCG majors. This arrangement serves the two-fold interest of 
kirana stores as well as HLL. Kirana stores that opt to rebrand themselves as SVSs get an 
additional 3% commission on monthly sales. There are promotional offers that are available 
nowhere else. HLL has installed special cabinets in SVS stores for dispensing its products. 
HLL has created common branding for these stores, with boards painted in green colour. The 
shopkeeper gains when customers start associating bargains with such stores. The company 
also pays shopkeepers extra (around Rs 200-Rs 300 a month) for display counters. 


In many cases retailers and the small grocers also develop a symbiotic relationship instead 
of competing with each other. When Tesco was set up in Thailand and didn't do well, they 
asked the local vegetable-stalls to set up outside Tesco. The local population would come to 
Tesco, buy their groceries at the stalls, and then come into Tesco and buy their FMCGs. In 
India too, it can be expected that kirana shops will continue to prosper and co-exist with modern 
retail. As discussed, traditional shops still provide a lot of advantages like credit facilities, home 
delivery for any bill amount, etc, to the consumer which organized retailers would not be able 
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to match soon. It has been generally observed that for their monthly Shopping, consumers go 
to a hypermarket but for their daily purchases they still use kirana stores. It has also been 
found that customers continue to visit kirana stores irrespective of whether there is a modern 
retail outlet in the vicinity or not. So the present situation does not indicate that kirana stores 
will be wiped out in the immediate future, though they will feel a significant adverse affect 
as organized retail gains rnore acceptance among the masses. 
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